ew ae a OF 


, ete hs 
ed a y 


AKTIEBOLAG 


QUARTERLY REVIEW 


Vol. 36 - No. 3 - July 1955 


CONTENTS 


Ten Years of Peace. 

ByDA Fer UGCOMON we eee es 
The Surplus in Swedish Agricultural Production. 
By Dr. Lars Juréen, State Agricultural Marketing Board, Stockholm ... . 70 
Recent Development of the Icelandic Economy. 
By Dr. Benjamin Eiriksson, Iceland Bank of Development, Reykjavik... 77 
Company Balance Sheetsfori954. ++ +++++seeer er rrtrts 
The Economic Situation . +. ++ +e ee ees BNE gree bai aaele Lec 8 rei 


oduction of articles contained in this Quarterly is permitted provided the source is stated. All communications 
regarding the Quarterly should be addressed to Skandinaviska Banken AB., Stockholm 16 (Sweden) 


= - ’ 


SKANDINAVISKA BANKEN 
AKTIEBOLAG | 


GOTEBORG STOCKHOLM MALMO 


BOARD OF DIRECTORS 


Chairman: M. WALDENSTROM 


Deputy Chairmen: E. C:son Herstow, HaKon LEFFLER. 


Other Directors: Ernst WentsE, Gosta LrepBERG, E. WISKANDER, 
A. GasrIELssON, SVEN SCHWARTZ, TAGE CERVIN, DAN-AxEL BrostrOM, 
J. NorpENnFALK, K. R. BOKMAN, F. HARTMANN, 

S. HAMMARSKIOLD, STIG GorTHON. 

Deputy Directors: Exrx Lunpu, Gustar SOpertunp, C. Linpskoc, 


HAKAN EKMAN, Cur. von SypDow. 


MANAGERS 


GOTEBORG 
Enix Lunpu (Managing Director), E. Lunpserc (Deputy Managing Director), 
Nits Lyunepaut, E. Hotmserc, Orvar Hansson, Nits BOKMAN, 
L. Warn, Ernst pz Maré, Tzep Mannuetmer, AKE SARNBLOM. 
STOCKHOLM 
Gustar Sépertunp (Managing Director), F. Anrtn (Deputy Managing Director), 
Ivar Bercquist, Axe Bercgvist, E. Brérxman, E. E. Eriksson, F. Fesst, 
N. E. Inre*, S. G. Matmperc, WALTER MARKLAND, GusTaF RABE, 
B. Lryperen, E. Ranerors, A. WISKANDER. 
* Also member of the managements in Géteborg and Malmé. 
MALMO 
C. Linpsxoc (Managing Director), TH. Wesrerstrém (Deputy Managing Director), 
Gésta Frizs, Joun Ontn, N. Herstow, K. G. LinpHoiM. 


\ 


Editor of the Quarterly Review: Bencr Sennesy, Head of Statistical Department, Stockholm. 


Economic Adviser: Professor Ertx Lunpzerc, University of Stockholm. 


SKANDINAVISKA BANKEN 


65 


TEN YEARS OF PEACE 


BY PER JACOBSSON 


Ten years have now passed since the ending of 
the second world war in 1945 brought a sigh of 
relief from the people of every land and made it 
seem that the universal longing for greater peace 
between the nations could now be expected to be 
fulfilled. Soon, however, there came disappoint- 
ments, especially in the political field. The hope 
of “one world”, which had been originally voiced 
by Wendell Wilkie, was not realised. There was 
no immediate meeting of minds between East 
and West; and it was not long before the world- 
wide institutions which had been set up towards 
the end of the war — the United Nations in parti- 
cular — found themselves having to work under 
conditions which came to be known as those of a 
“cold war”. The course of events during these 
“post-war years is only too well known. At one 
time when actual fighting broke out in Korea, 
the situation looked really grave. But it proved 
possible to limit the conflict ; and in several fields 
new lines of approach to the questions at issue 
were evolved. And now in the last twelve months 
fresh attempts have been made to arrive at lasting 
‘settlements, with fewer illusions but with a more 
sincere desire to find practical solutions to diffi- 
cult problems and thus to avert dangers which 
are too terrible to contemplate.’ 

In the economic field, too, there have been dis- 
appointments, one reason being that some of the 
ideas current in the period immediately after the 
war were anything but realistic. It was not fully 


y realised that the second world war had caused 


1 Jt is perhaps not sufficiently realised what a remarkable 
number of agreements have been concluded during the past 
‘twelve months. Whithin a few months, in the summer and 
autumn of 1954, there were the agreements on Indo-China, 
the Suez Canal, Trieste and Persian oil; then there came the 
tatifications of the London and Paris agreements on the Western 
Union, in the Far East the agreement on Port Arthur 
finally in the spring of 1955 the Austrian settlement. 
e of the problems on which agreement was thus reached 

only a short time before been regarded as well-nigh in- 


much greater upheavals in the world economy 
than had been the case in the previous conflict. 
The first world war was, after all, essentially a 
European affair (it is often referred to in the 
United States as “the European war”) and hardly 
impaired at all the productive capacity of the raw- 
material-producing areas in other continents. In 
the second world war, on the other hand, many 
of these areas were actually theatres of war. At 
the same time the destruction in Europe was much 
greater in the second world war. 

The Americans were therefore acting on the 
basis of a mistaken interpretation of the situation 
when, in connection with the Anglo-American 
Loan negotiations in the autumn of 1945, they 
insisted that sterling should be made convertible 
within a period of only two years. When the 
attempt was made in 1947 it proved impossible 
to maintain even a limited degree of convertibility. 
How could it have been thought, indeed, that the 
elements of a market economy could be introduced 
in one sector — that of the foreign exchanges — 
when controls were still being applied in all other 
sectors? In these matters there must be a certain 
parallelism in the forward movement — a lesson 
which has now been learnt and which gives the 
present move towards convertibility a much firmer 
basis. 

Tn several other respects, too, 1947 was an 
unfortunate year. An unusually cold winter was 
followed by a very hot and dry summer, with the 
result that the harvest failed in most European 
countries. At the heart of the continent, the im- 
portant German economy was as yet inactive, while 
Europe's foreign trade had to struggle with the 
difficulties inherent in a system of bilateral agree- 
ments. 

But in the midst of this trying period, a ray of 
hope appeared. On 5th June 1947, General Mar- 
shall, the U. S. Secretary of State, made the 
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speech at Harvard University in which an outline 
was given of the ideas which resulted in the Mar- 
shall Plan. The mixture of realism and generosity 
which characterised that Plan greatly helped to 
restore the fortunes of the western European 
countries. The Marshall Plan averted a crisis — 
and ever since it came into operation the economic 
trend has been almost uninterruptedly upwards. 

Although there were a multitude of difficulties 
in the post-1945 period, the fears of an immediate 
post-war depression born of the experiences of the 
years following the end of the first world war 
proved to have been unfounded. During the war 
itself prices and wages had been kept down by 
direct controls while the money volume had risen, 
as it always does in wartime. When the war was 
over, therefore, with prices still generally con- 
trolled, there was too much money chasing too 
few goods. There was no danger of a devastating 
deflation setting in; on the contrary, the danger 
was one of inflation and it was a danger which 
increased rather than diminished by the pursuit 
of cheap-money policies in the immediate post-war 
years. In the meantime, however, a proper relation 
has gradually been restored between the money 
volume and the supply of goods, thanks on the one 
hand to the increase in production and on the 
other to changes in monetary and credit policies. 

What matters most to Europe is, of course, the 
increase in its own production, but the advances 
made in overseas countries haye naturally also 
been of importance. Agricultural production in 
the world as a whole has risen by over 10 per cent. 
since before the war (it is not possible to establish 
the exact figure, for statistics on the output of 
meat and dairy produce — two very important 
items — are sadly deficient). The rise in agri- 
cultural production, if all items were included, 
has probably matched and perhaps slightly ex- 
ceeded the increase in world population ; yet while 
the more highly developed countries have been 
able to improve the diet of their peoples, the 
opposite has been the case as regards some densely 
populated areas (especially in Asia). 

World output of industrial raw materials has 
risen by some 60 per cent. since 1937 — a truly 
remarkable figure. In this connection it must, 
moreover, be remembered that nowadays less raw 


material is generally required per unit of output: 
to mention only a few examples, locomotives, cars, 
typewriters and bridges are much lighter these 
days than they used to be. Aluminium is in- 


creasingly supplanting other metals (copper, tin, — 


steel) and even wood, while electricity and oil 
are replacing old sources of energy and synthetic 
materials are being used as substitutes for textile 
raw materials, in particular cotton, in addition to 
satisfying new demand. 

Thanks to these and some other developments, 
the highly industrialised countries need not really 
feel any anxiety under present conditions as to 
supplies of raw materials at reasonable prices. It 
had been widely feared immediately after the war 
and again during the Korea crisis that inadequate 
production of basic materials would lead to a rise 
in prices and a deterioration in Europe’s terms of 
trade, especially at times of high activity in the 
United States, when demand from that country 
would be very strong. But these fears have proved 
to be groundless. It would not be right to hope 
for a return of such low prices for raw materials 
(and foodstuffs) as prevailed during the great 
depression, when the remuneration of overseas 
producers was on the whole too scanty. The pre- 
sent terms of trade are in fact more favourable 
to the highly industrialised countries than they 
were either in the boom of 1926—29 or in the 
far-off year of 1913; and that is the best that 
these countries can expect. 


The countries of western Europe had reached 


in 1954 a level of industrial production which was, 
on an average, 50 per cent. higher than before 
the war. Agricultural output had gone up by some 
20 per cent., while the aggregate real national 
income is estimated to have risen by something 
like 30 per cent. The rate of progress has ac- 
celerated in the last two years: for 1953 the com- 
bined index of industrial production of the western 
European countries showed an increase of 4 1/2 
per cent. and for 1954 one of 8 1/2 per cent. This, 
moreover, happened at a time when the economies 
of the United States and Canada were passing 
through a period of readjustment, with a decline 
of 8 to 10 per cent. in the volume of industrial 
production in these countries. The progress made 
in western Europe is all the more notable in that 
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it was achieved concurrently with an unusual 
degree of overall price stability and without there 
being.a resurgence of major balance-of-payments 
difficulties. For western Europe these are heart- 


‘ening achievements; but each phase of an eco- 


nomic development brings its own peculiar prob- 


lems; and the task is now to ensure that the boom 


will not get out of hand. It has already strained 
in a dangerous way the resources — including 
the monetary reserves — of some countries. 
When, in February 1955, the discount rate of the 
Bank of England was increased to 4 1/2 per cent. 
and some other restraining measures were in- 
troduced, the Chancellor of the Exchequer, Mr 
Butler, explained that these steps were taken “‘to 
moderate excessive internal demand” and added 
that he was “determined not to allow an unhealthy 
position to develop in which the very prosperity 
we have enjoyed should have unhealthy effects 
on our balance of payments”. In some of the 
Scandinavian countries and also in Austria certain 
balance-of-payments problems have arisen and in 
each case the main line of action has been to apply 
financial measures of a general character instead 
of attempting to master the situation by a reimpo- 
sition of quotas and other forms of direct control. 
There have thus been unmistakable signs of a 
renaissance of monetary policy, in sharp contrast 
to the ideas predominant in the first post-war 
years, which had been inherited from the great 
depression, i.e. from a period in which economic 
conditions were radically different from those 
obtaining in the years of inflationary tendencies 
following the war. 

It is true that already in 1946 and 1947 the 
authorities in Belgium and Italy abandoned the 
principle of an inflexible cheap money policy, but 
these were isolated cases and the action taken gave 
rise to a great deal of opposition and criticism, 
particularly in other countries. In the summer of 
1948 western Germany introduced its harsh cur- 
rency reform whereby the country’s redundant 
money supply was eliminated at one stroke; and 
the fact that this was followed by an immediate 
revival of activity made it more difficult to deny 


the importance of monetary factors. In other 


Sa cage 


countries the redundancy was generally less pro- 
nounced than in Germany, but the money supply 


was still dangerously large in many of them. The 
continuance of this state of affairs must, indeed, 
be regarded as the main reason why so many 
European countries were in 1949 in such a vulner- 
able position that the effect on their economies 
of the mild American recession of that year was 
sufficient to bring about the devaluation of their 
currencies. These devaluations may have gone too 
far in the case of some currencies, but in con- 
junction with the subsequent rise in prices and 
money incomes they no doubt helped to establish 
a more normal relationship, at current prices, be- 
tween the money volume, on the one hand, and 
the supplies of goods and services, on the other. 

The decisive return to an active credit policy 
did not occur, however, until after the outbreak 
of the Korean conflict in the following year. In 
the summer and autumn of 1950 Belgium and 
the Netherlands, Denmark, Finland, Sweden and 
western Germany increased their discount rates ; 
in March 1951 the U. S. Federal Reserve Banks 
discontinued their rigid support of the govern- 
ment-bond market, and then in November the 
Bank of England raised its discount rate from 2 
to 21/2 per cent., putting it up further, to 4 per 
cent., in March 1952. In Germany, where fears 
of inflation were stronger than elsewhere, it 
proved necessary to take more far-reaching meas- 
ures, including, inter alia, the rationing of credit. 
At one time success seemed uncertain; but when 
it came — and in such full measure — the im- 
pression produced was all the more decisive. 
Gradually, as a result of these and other develop- 
ments, a flexible credit policy has become accepted 
as one of the main means of maintaining — and, 
when necessary, re-establishing — a balanced 
position. 

In December 1950 western Germany received 
a special credit of $120 million from the newly- 
created European Payments Union, which had 
begun operations from 1st June of that year. This 
Union not only introduced a measure of multi- 
lateralism into the payments relations between its 
member countries but also provided these count- 
ries with certain lines of credit to help them in 
the monthly settlements — a useful function at a 
time when the working of the system of private 
financing between the various markets had not 
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yet returned to normal after the interruption 
caused by the war. The E. P. U. was estab- 
lished within the framework of the Organisation 
for European Economic Co-operation (the 
“O, E. E. C.”), and this Organisation also took 
upon itself the task of bringing about a pro- 
gressive liberalisation of European trade. It has 
been fairly successful in these endeavours, for 
by now the member countries — with but one or 
two exceptions — have liberalised their mutual 
foreign trade on private account to an extent 
varying from 75 to 100 per cent. It has moreover 
come to be regarded as part of the international 
code of conduct in Europe that there shall be no 
going-back on the liberalisation in the event of 
balance-of-payments difficulties. For the Euro- 
pean countries now appear to have realised — 
after much misguided preoccupation with the idea 
of a closed economy, relieved only by varying 
degrees of controlled foreign trade — that trade 
is essential to them and that therefore, in their 
own interest, they must abstain from artificially 
impeding the international flow of goods and 
services. 

The recognition of this fact has a number of 
important consequences. 

In the first place — as pointed out by the Bank 
for International Settlements in its recently pub- 
lished 25th Annual Report — it is more vital 
than ever “to improve and perfect the financial 
machinery now that official policy in nearly all 
countries relies for the maintenance of equilibrium 
on fiscal and monetary measures instead of on 
import cuts and other physical restrictions”. 
Usually the most difficult task is to establish 
smoothly working capital markets so as to prevent 
too much financing from being carried out by 
means of bank credit. But this is essential, for not 
only does recourse to the banking system for the 
financing of working capital and investment easily 
lead to an inflationary expansion of the money 
volume but there is also the danger that funds 
held with banks by depositors may suddenly be 
drawn upon at a time of crisis in such a way as 
to jeopardise the functioning of the banking 
system itself. Secondly, the central banks must 
haye the weapons which they need to make their 


policies effective and must also be free to take 
action where necessary without being dominated 
by either political or private interests. Finally, it 
must be remembered that monetary measures 
cannot be effective unless at the same time the 
public finances are ‘managed in such a way that 
order is maintained without an excessive burden 
being imposed on the taxpayer. 

While progress has also been made in the field 
of public finance — taxation has in fact been 
reduced in some European countries — much 
remains to be done. Fortunately a great deal of 
attention is being paid these days to the problem 
of developing capital markets. The fact that the 
general level of commodity prices has now re- 
mained stable for almost three years has helped 
to strengthen monetary confidence and to augment 
the flow of personal savings, an increasing part 
of which seems to be finding its way into the 
capital markets. 

Fears of inflation have not wholly disappeared, 
but three years of stable prices together with in- 
creasing production and evidence of the ever 
wider application of flexible credit policies have 
had a very reassuring effect. In this connection 
the recent trends in the Anglo-Saxon countries are 
of special importance. Great Britain and the 
United States have the most representative com- 
modity markets, and in these two countries the 
money supply has expanded at an annual rate of 
about 2 to 3 per cent. in recent years, which is a 
normal rate of increase considering the growth 
in population and other relevant factors. If the 
United States and Great Britain succeed in pre- 
venting a rise in world-market prices, other coun- 
tries will have to be stricter than they have gener- 
ally been hitherto in taking the necessary measures 
to ensure that their costs and prices do not get 
out of line with conditions elsewhere. 

While there is no reason for complacency, most 
European countries have fortunately been able to 
increase their gold and foreign exchange reserves 
quite considerably in recent years and should thus 
be in a position to face periods of strain with less 
anxiety than hitherto. At the end of 1947 the 
aggregate gold and dollar reserves of the western 
European countries had fallen to $7.9 milliard ; at 
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the end of 1954 they amounted to $14.8 milliard 
— the highest figure ever reached.* Parallel with 
this improvement in reserves there has been a 
gradual dismantling of foreign exchange re- 
strictions. Far from weakening the currencies of 
the countries concerned, this development has as 
a rule had the effect of bringing the quotations in 
unofficial markets (such as the markets for trans- 
ferable sterling, the liberalised capital accounts 
for Deutsche Mark, the Belgian “comptes étran- 
gers financiers”) almost up to those on the of- 
ficial markets, i. e. close to the official parities. 
The only barrier left will soon be that between 
the dollar area and the rest of the world, so that 
the ground has in fact been prepared for the 
lifting of the remaining exchange controls and 
the return to a single rate of exchange for each 
currency. 

At the time of writing, negotiations are in 
progress at the O. E. E. C. meetings in Paris for 
the purpose of working out agreements on a 
number of technical problems, and in the course 
of these discussions the question of fluctuating 
or stable exchange rates has inevitably come to 
the fore. The divergence of views on this much- 
debated subject has, however, been considerably 
reduced compared with what it was only a few 
years ago. It now seems largely to be a matter 
of reaching an agreement on the permissible 
margin of fluctuation; this margin need not be 
the same for all currencies or be determined once 
for all but it would seem to be limited for the time 
being to a maximum of 3 per cent. or so on either 
side of the official parity. If agreement is reached 


1 Only a few years ago France’s monetary reserves were 
almost exhausted, but now the position is very different. In 
an address given on 27th April 1955, the Governor of the Bank 
of France, Monsieur Wilfrid Baumgartner, said that the exact 
total of the French gold and foreign exchange reserves was 
not published but that it was possible to conclude from the 
various ilems in the returns of the Bank of France that they 
amounted to more than Fr. fcs 500 milliard. It can be assumed 
that the present total of reserves is somewhat above that figure, 
which is equal to $ 1 430 million. 
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along these lines, the accepted rule will be the 
maintenance of a high degree of de facto stability 
in the rates for all currencies. One reason for the 
more general acceptance of such a rule is no doubt 
the fact that European countries, as a result of 
their recent experience, have gained greater confi- 
dence not only in themselves but also in economic 
trends and policies in the United States. It is felt 
that, whatever administration is in charge in Wash- 
ington, timely and effective action will be taken 
to limit the extent and duration of a recession, 
and it is also believed that even in periods of 
slackening business activity a fairly liberal trade 
policy will continue to be pursued. At the same 
time the Europeans are conscious of being less 
vulnerable to ups and downs in American busi- 
ness activity — at any rate to variations of moder- 
ate proportions. Nobody, of course, wants fluctu- 
ating rates for their own sake. The ideal is stable 
rates; and there now seems to be a good chance 
that the policies pursued will be such that a 
system of virtually stable rates can be expected 
to become a reality. Should the hopes now enter- 
tained be disappointed by the development of 
another U. S. depression accompanied by a sharp 
fall in prices, the situation would, of course, be 
different; but in view of the great efforts which 
the authorities and the general public in the 
United States would make, in their own interest, 
to avoid such a calamity, there seems to be no 
reason for making this eventuality the basis of 
present exchange policies. 

Looking back over the ten years which have 
passed since the end of the second world war, 
one finds that there has been in western Europe 
not only a considerable improvement in production 
and standars of living but also a discarding of 
obnoxious wartime controls. Policies are being 
adopted which give hope of continuing economic 
growth, with a high degree of stability in the 
general price level and under conditions of rela- 
tive freedom of trade and payments. 
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THE SURPLUS IN SWEDISH AGRICULTURAL 
PRODUCTION 


{ 

: 

BY DR. LARS JUREEN, STATE AGRICULTURAL MARKETING BOARD, STOCKHOLM . 
. 


At the end of the 1930’s signs of overproduc- 
tion began to appear in Swedish agriculture, and 
these became especially obvious in years of good 
harvests. It is true that consumption per capita 
increased rapidly during the interwar period, but 
the increase in the total production of food-stuffs 
was even more rapid. The relatively slow rise in 
population during the 1920’s and 1930’s also con- 
tributed to the surplus of food-stuffs. 

During recent years it has been generally 
thought that the reason why Sweden now has a 
comparatively large surplus of food-stuffs is to 
be found, as during the pre-war period, in a steep 
rise in agricultural production. This opinion has 
perhaps been influenced by the fact that output 
per worker in agriculture has risen with remarka- 
ble rapidity; the rise is in fact without parallel 
in earlier times. Total output also has increased, 
the rise being especially steep during the first 
post-war years. 

It may be of interest to measure such vague 
judgments as these against the facts of the actual 
development, insofar as these are revealed in a- 
vailable data taken from the official statistics. It 
will be best to sketch in the long-term tendencies 
as a background before proceeding to consider the 
present trend. We shall therefore first outline the 
development of production and consumption from 
the r880’s up to the outbreak of the second World 
War. 


The Long-Term Trend 


As far as production is concerned, it may be 
recalled that the total harvest rose by an average 
of about 1 per cent. per annum since the 1880's 
and by 1.2 per cent. during the interwar period. 
At times this development was interrupted — 


above all, of course, during the two world wars. — 
Taken as a whole, however, the development has 
been remarkably even. 
The steep rise in the harvests during the inter- 
war period was due above all to the fact that for 
several years during the 1930’s the harvests were, 
as the result of exceptionally good weather con- — 
ditions, higher than could then be regarded as — 
normal. The chief reasons for the increase in the 
long run are also to be sought in the work — 
constantly going on in plant improvement and — 
soil science and in the increased use of fertilizers. 
In addition to the accessions due to these reasons, 
there were the gains which are obtained in con- 
nection with using the harvest for animal produc- 
tion by improving the livestock and the composi- 
tion of feeding stuffs. If we look at the output of 
finished food-stuffs we find that, in terms of ca-_ 
lories, this output has increased by about 1 1/2 per 
cent. a year since the 1880's. In other words, the — 
increase in end-products has been about 50 per 
cent. greater than the increase in the total harvest. — 
During the inter-war period (1920—1939) the 
total volume of agricultural end-products rose by — 
2.7 per cent. per annum in terms of calories and 
by 2.5 per cent. per annum reckoning the volume — 
in 1938/39 prices. Practically the whole of this 
increase in output has been absorbed by the rise . 
in population and the gradual improvement in food — 
standards. The improvement first became evident — 
in an increase of the energy-value of the food. — 
The consumption of calories per capita rose 
steeply from the 1880's up to the first world war; 
but at that point it had reached a level which was _ 
only slightly below the optimal level and the aver-_ 
age consumption of calories has since then in-— 
creased very slowly. This may seem strange in 
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were large groups of Sweden’s population which 
did not receive even the minimum requirement of 
calories. The explanation lies in the fact that the 
trend referred to is based on average figures, 
behind which are concealed factors working in 
different directions. It is probable that the in- 
crease in calorie supply which has in reality oc- 
curred since 1914 in certain groups of the popu- 
lation has broadly speaking been offset by the 
decrease in energy requirements due to industri- 
alization; the heavier kinds of manual work have 
to an ever-increasing extent been taken over by 
machines. 

Side by side with the increased calorie supply, 
the nation’s diet has improved considerably from 
the nutritional point of view. To some extent this 
is shown by the increased share taken by animal 
products in the total food consumption. During 
the 1880’s this share was only a quarter of the 
total calorie consumption. Before the first world 
war the share had increased to one-third and be- 
fore the second world war it was about 45 per 
cent. Today, animal products account for nearly 
half of the consumption of calories. (In the fore- 
going figures margarine has been included among 
animal products. ) 

It is known that this shift in the consumption 
of farm products from the simpler vegetable foods 
to animal products is the most important re- 
maining factor which causes the demand, in terms 
of value, to increase more than would be ex- 
plicable by reference to the rise in population 
alone. From the farmers’ point of view it is of 
importance to know whether this change in con- 
sumption will continue and, if so, at what rate. 
We shall return to this matter later on. 


Production Since the War 


To begin with, it may be stated that the in- 
crease in agricultural production since the 1930's" 
has been considerably less than during the inter- 
war period and also less than the long-term in- 
crease, i.¢., since the 1880’s. The 1942 agricultural 
committee estimated that the total harvest would 
tise from 9 200 million harvest-units in the 1930’s 
to 10600 million in 1970, i.e. by 15 per cent. In 


1 Here, as in the remainder of this article, the data for the 
1930's refer to the 10-year average for the period 1930—1939. 


actual fact the normal harvest is now around 
g 500 million units, that is to say only about 3 
per cent. higher than in the 1930’s. This figure is 
based on the estimates of the Central Bureau of 
Statistics for the years 1950—52, when the general 
harvest figure amounted on an average to 3.0 
(normal harvest). The picture remains unchanged 
if we include the harvests of the last few years 
recalculated into normal harvests. 

The total volume of agricultural end-products, 
however, has increased more than the rise in the 
harvest. Several reasons may be given for this. 
The principal one is that considerable areas have 
been made available for food-stuffs production 
as a result of the replacement of horses by trac- 
tors, trucks and other motor vehicles. It may be 
estimated that the decrease in the number of 
horses since 1938/39 is responsible for a decline in 
fodder consumption for horses by over 650 million 
fodder-units. The importance of this may be seen 
from the fact that this figure corresponds to 7 per 
cent. of a normal harvest. If we assume that this 
fodder was used for milk production — and this 
has been at least partly true — there would result 
an annual increase, which in terms of butter would 
amount to 33 000 tons, that is to say, to roughly 
twice as much as the present total exports of 
Swedish butter in a year. 

The volume of agricultural production has, in 
spite of the decrease in the number of horses, 
risen by only 17 per cent. since the 1930’s, or by 
scarcely I per cent. per annum. Thus production 
has risen very much more slowly than during the 
inter-war period (2.5 per cent.). The rate of in- 
crease is also lower than the long-term increase 
since 1880 (1.5 per cent.). 

This slow increase in output has become even 
slower during recent years. As will be seen from 
the following figures, the last five years show a 
record of practically complete stagnation. (Volume, 
excluding changes in livestock capital, in 1954/55 
prices; 1950/51 = 100). 


1950/ 1951/ 1952/ 1953/ 1954/ 1955/ 

st 529 55 ek pal 56 
Expected change 
according to 


norm calcul- 

ations). m+ 100 102 98 100 107 IOI 
Actual change in 

volume... 100 97 100 101 102 _ 
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It may be said that the period under consider- 
ation is short and therefore that temporary vari- 
ations may have had a disturbing effect on the 
figures for the actual change in volume. On the 
other hand, the experts who prepare the farm 
prices survey envisage a production for 1955/56 
which is only 1 per cent. higher than what they 
considered to be normal five years ago. 

Even if we take full account of the factor of 
chance, the stagnation is obvious, and it is re- 
markable in view of the facts that the work in 
the field of plant improvement has been going on 
all the time and that the use of fertilizers and 
means for combating plant diseases and weeds has 
increased more rapidly than ever before. The im- 
provement of livestock and feeding-stuffs has 
also made as good a progress as ever before. 

The unfavourable development in production 
is, however, probably due, at least to some extent, 
to the rapid drifting away of labour from agri- 
culture which has taken place during recent years. 
The rapid mechanization, partly attributable to 
this, and the increased wages of agricultural 
workers have also, it appears, had the effect of 
hampering production. 

By the very nature of things, when human 
labour is replaced by machinery the harvest is not 
taken care of so carefully as earlier. It may also 
be thought that in recent years mechanization has 
been carried so far that in many cases it can no 
longer be justified on economic grounds. More- 
over, such factors as the relatively high wages 
have meant that remote fields or otherwise rela- 
tively uneconomic lands, as well as fields 
awkwardly located are in many cases no longer 
cultivated. It is not unlikely that such consider- 
ations may have had a much stronger effect 
than appears from the relatively insignificant 
reduction in the area of arable land recorded 
in the official statistics (a decline of about 0.25 
per cent. per annum between the two last agri- 
cultural cencuses). In the case of animal products 
the shortage of manpower has probably hastened 
the change-over from manual to mechanical 
milking. For the same reason it seems that there 
is an increasingly general tendency to milk only 
twice a day against three times a day as was the 
custom earlier. These two factors seem to have 


contributed to the fact that the former increase in 
milk production per cow (about 15 per cent. per 
10-year period) has stopped altogether during the 
last five years. 

The views stated here are supported by the 
actual circumstances during recent years. This 
does not imply any attempt to judge the future 
development. There are certain signs which indi- 
cate that the post-war process of mechanization 
has now reached its peak and this may have the 
result that the volume of production will again 
increase, viewed from a long-term angle. 


Consumption Since the War 


As production since the 1930’s has increased 
more slowly than previously, one would expect 
that the present surplus situation is due to the fact 
that consumption has also stagnated. This is partly 
correct. 

First, however, reference may be made to the 
forecast made by the 1942 agricultural committee 
regarding the date when a surplus situation would 
arise. The committee when considering, some ten 
years ago, the various alternatives put before 
them, placed this date somewhere between 1955 
and 1965 on the presumption that the ratio of the 
price-level of food-stuffs to that of other goods 
and services would be the same as during the 
1930’s. This assumption was made for statistical 
reasons and not because it was thought that the 
real prices would be at that low level, which 
strongly reflected the effects of the agricultural 
crisis during the years immediately after 1929. If 
the real prices should be higher, this might be 
expected to have a restraining effect on con- 
sumption; as an example it was stated that a rise 
in the real prices of food-stuffs of 10 per cent. 
would mean that the surplus would arrive about 
three years earlier. In actual fact the real price-level 
of food-stuffs at the retail stage is at present more 
than 20 per cent. above the corresponding level 


in the 1930’s and this should therefore mean a. 


shifting of the surplus period by about six years 
closer to the present time. The rise in real prices 
seems to be one of the most important explana- 


tions of the fact that overproduction has come 


earlier than was believed likely ten years ago. 


a 
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We shall not go in detail into the calculations 
of elasticity of demand which were begun by the 


1938 agricultural inquiry and which were con- 


+ 


_~. 


tinued by the 1942 agricultural committee. Refer- 
ence may, however, be made to an experiment 
carried out in 1949 in connection with the final 
abolition of rationing. In this experiment the 
starting point was the per capita consumption of 
the 1930’s. On the basis of the actual price-and- 
income trends and the elasticity calculations based 
on statistical material from the inter-war period, 
a calculation was made of how the composition 
of food consumption would appear in 1949/50. 
This theoretical calculation was later compared 
with the actual consumption during the year men- 
tioned. There was a fairly close agreement. The 
estimated long-term trend, implying an increased 
consumption of the more expensive animal pro- 
ducts and a reduced consumption of bread grains 
and potatoes, was largely reflected in the actual 
figures. Among other things of interest was the 
fact that the pronounced changes in consumer 
habits, made necessary during the years of short- 
age, had very rapidly been reversed. However, 
consumption did not remain at the original level, 
but at a new level which was closely related to the 
new levels of prices and wages since the war. 
The stability which the elasticity coefficients 
according to this example show over quite long 
periods is of value from the forecasting point of 
view. The presumption that this is not an acci- 
dental phenomenon is also supported by the actual 
trend of consumption during recent years. Be- 
tween 1949/50 and 1953/54, i.e., during a period 
of four years, the increase in real incomes has 
been comparatively small, at least judging by the 
increase in expenditure for total private con- 
sumption in constant prices, which has been about 
3 per cent. On the other hand, the real prices of 
food-stuffs have increased considerably ; the gener- 
al retail price index rose during the period by 
roughly 25 per cent., whereas the index for food- 
stuffs increased by 35 per cent. If, in the case 
of food-stuffs, we only include items which are 
mainly produced by Swedish agriculture, the in- 
crease is about 40 per cent. In other words, real 
prices have increased by more than Io per cent. 
during the four years in question. Naturally this 
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has had its consequences. It is true that the long- 
term tendency for bread grains and potatoes has 
continued, but the decline has been slower than it 
was before. Sugar consumption fell by 9 per 
cent.; at the same time the retail prices rose by 
45 per cent. in nominal terms and 14 per cent. in 
real terms. In addition to this, consumption of 
some animal food-stuffs has remained static 
during the period, or has actually dropped. There 
is a decline in the case of milk and cream, cheese 
and eggs, amounting to between 5 and 10 per cent. 
The consumption of meat, including bacon, in- 
creased very little and the total consumption of 
fats was, broadly speaking, unchanged. 

Between 1953 and 1954 changes in the opposite 
direction have taken place. In 1954 the gross 
national product rose by 5 per cent., whereas the 
prices of food-stuffs remained unchanged or in 
some cases declined. At the same time there was 
an increase of 3 per cent. in the total volume of 
consumption (calculated in constant prices) of 
goods mainly produced by Swedish agriculture. 
During the years 1950—1953 the total consump- 
tion had been practically static. The increase was 
especially marked in the consumption of meat. It 
may be added that the average prices at the con- 
sumer stage for meat fell slightly during 1954 
after having risen gradually for a number of 
years. 

Broadly speaking, these changes in consumption 
may be explained with the aid of the statistical 
methods applied in the experiment referred to 
above (an account of the technical analysis may be 
omitted here). There are, however, two important 
exceptions, viz., regarding the consumption of 
milk and of butter. During recent years the decline 
in consumption has been considerably greater than 
the change in prices and incomes would have 
caused alone. Both of these food-stuffs are typical 
examples of commodities for which substitutes can 
be found. According to the investigations of the 
Agricultural Marketing Board, the total consump- 
tion of milk supplied to ordinary consumers fell 
by 6 per cent. between 1950 and 1954. At the 
same time the consumption of beer increased by 
15 per cent. and that of soft drinks by 11 per 
cent. In the case of butter and margarine there 
were large changes; the consumption of butter 


74 SKANDINAVISKA BANKEN 


fell by 14 per cent. whereas the consumption of 
margarine increased by 33 per cent. 

These examples illustrate the fact that when 
there is a possibility of substituting one commodity 
for another, very large shifts of consumption may 
take place in spite of the fact that the goods are 
not especially sensitive to price (milk) or that no 
drastic change in real prices has occurred (butter). 

The annual consumption of butter and marga- 
rine rose from 19.4 kilograms per capita in the 
1930’s to 24.5 kilograms in 1954/55. Of this in- 
crease, however, only 0.6 kilograms was for butter, 
whereas margarine increased by 4.5 kilograms. 
This shift towards increased margarine consump- 
tion, which as just mentioned has been particu- 
larly evident in recent years, cannot be explained 
by the price and income trend. Such an increase in 
margarine consumption is, however, not a new 
phenomenon. A great increase took place during 
the inter-war period and this also cannot be ex- 
plained by reference only to changes in prices and 
incomes. The change in consumer habits has, 
however, been very much stronger in recent years 
and is in contrast to the change in the price re- 
lation between butter and margarine which has 
taken place since the 1930’s. (The butter/marga- 
rine price ratio has fallen from 1.9 to 1.7.) This 
development indicates that, to an even higher 
degree than during the inter-war period, con- 
sumers have gone over to the view that the differ- 


ence in price between butter and margarine is - 


greater than the difference in quality. 

In the case of meat, on the other hand, we have 
examples of products which replace one another in 
proportions which correspond closely to the 
changes in the price relations. At the present time 
(1954/55) the total consumption of meat and 
bacon is now 1.7 kilograms above the 1937/39 
per capita level, which represents a total increase 
of 3.3 per cent. or 0.2 per cent. a year. With re- 
gard to distribution, there has been a decline of 
3-4 kilograms for meat, whereas consumption of 
bacon has increased by 5.1 kilograms. It is possible 
that this great change in consumer habits has taken 
place to some extent independently of economic 
factors, e.g., under the influence of changes in 
quality. On the other hand, the change corresponds 
quite closely to what can be calculated with the 


aid of the demand analysis. To a certain extent 
this is shown directly by the fact that the ratio 
between the retail prices of meat and bacon is 
now about 30 per cent. higher than it was in 
1937/39, a fact which should have considerably 
affected consumer choice. 

In general, the annual improvement in living 
standards during the last few decades, and es- 
pecially during the last five year period, has been 
considerably slower than during the inter-war 
years. This should be seen against the background 
of the already mentioned rise in the real prices of 
food-stuffs — more than 20 per cent. above the 
level of the 1930’s for all food-stuffs; a rise of 
10 per cent. between 1949/50 and 1954/55 for the 
food-stuffs mainly produced by Swedish agri- 
culture. The trend of consumption is further 
illustrated in the following table. 


Relative changes in per capita consumption per year. 
}o 


Percentage change per year 
1920/29— 1930/39— 1949/50— 


1930/39 1954/1955 1954/55 
Wheat and rye flour. . . —1.9 —1.0 — 18 
Potatoes for table use . . —1.5 —0o8 — OF 
SUpAr eerewer cst eee + 3.7 + 0.2 ae 
Milk and cream. .... —o.1 — O27 —18 
of which milk for ordin- 
ary consumption —=- 0,3 —0.7 — 2.5 
Butter and margarine + 3.4 iG + OF 
of which butter. .. . eG + 0.3 — 3.6 
> >» margarine .. + 5.8 + 2.6 +49 
CReeSe inn wee bee ae ee + 3.8 +08 —0.5 
Meat and bacon + 9.7 + 0.2 +.0.0 5 
of which meat 10.7 —O7 —G.2 
» > bacon. = os . “+ Tor + 1A + 21 
BOVE prim ashl 5 | Gla pale aie + 3.1 a sa + 0.6 


The per capita consumption of all farm pro- 
ducts together increased by about 6 per cent. be- 
tween the 1920’s and the 1930's. The marked 
change which took place subsequently is shown by 
the following index figures. 

As will be seen, the volume is at present per- 
ceptibly below the level of 1939. For two reasons, 
however, the table gives too pessimistic a picture 
of the actual trend; first of all, the number of 
children has increased more than the total popula- 
tion and, secondly, 1939 was a peak year for 
consumption. If we calculate per unit of con- 
sumption instead of per capita, we obtain for the 
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Per capita consumption of agricultural products, 
1939 = 100. 
1939 1951 1952 1953 1954 


Consumption calculated in 1939 


prices 
Mmeproducts sss et es 100.0 97.2 96.2 95.4 96.9 
> > excluding marga- 
8 100.0 97-4 94.1 93-3 94.7 
Consumption calculated in 1954 

prices 
Bayergancts) . . 2 tts 100.0 97.6 96.5 955 97.2 
> > excluding marga- 

LOS Soe Sees 100.0 95.9 94.5 93.4 95.2 


post-war years a figure which is between 1 1/2 
and 2 units higher than is stated. An approximate 
calculation also shows that 1939 was about 3 units 
above the average for 1930/39. In other words, 
the conclusion should be that the present con- 
sumption per capita of agricultural products is 
about on a level with the 1930’s. It may be added 
that the improvement in the food-stuffs standard, 
which in spite of this has taken place since the 
pre-war period, is entirely in connection with 
goods which have not been included here, prima- 
rily fruit and vegetables. 

In the case of the group of animal products, 
calculations for the inter-war period have shown 
that the income elasticity is at an average of about 
0.25. Therefore a constant increase in real in- 
comes does not result in any great increase in 
consumption: against a 10 per cent. rise in in- 
comes there is an increase of only 2 1/2 per cent. 


1 With the exception of root plants, vegetables, fruit and 
berries, spices, fish, drink and tobacco. 


in the consumption of animal products. This calcu- 
lation is also supported by an investigation, based 
on international material, which was carried out 
in 1954 by the Economic Commission for Europe 
in collaboration with the FAO. In the case of 
north-west Europe, which has a lower average 
standard than Sweden, the income elasticity has 
been calculated at 0.3 and in the case of Europe as 
a whole, with its even lower average standard, 
at 0.5. In the poorest countries the income elastici- 
ty for animal food-stuffs is 0.8 or higher. The 
dependence of elasticity on the average income 
level appears very clearly both in these inter- 
national comparisons and in the investigations 
which have been made in Sweden, In this con- 
nection it should be pointed out that the figure for 
Sweden — 0.25 — can be regarded as an average 
for the inter-war period. The rise in the Swedish 
standard of living which has taken place since then 
means that the figure for today and the immediate 
future may be presumed to be lower, say 0.2 or 
possibly even somewhat less. 

Thus, provided that the real prices of food- 
stuffs remain more or less stable, Swedish agri- 
culture can still expect increased receipts by 
reason of the fact that consumption will rise 
faster than the rise in the population. However, 
the rate of increase will certainly decline gradu- 
ally. A further gradual rise in the real prices of 
animal food-stuffs would presumably mean a con- 
tinuation of stagnation or a decline in the con- 
sumption per capita. 
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RECENT DEVELOPMENT OF THE ICELANDIC 
ECONOMY 


BY DR. BENJAMIN EIRIKSSON, ICELAND BANK OF DEVELOPMENT, REYKJAVIK 


The Period Ended with the First World War 


Any attempt to describe the economic develop- 
ment of Iceland during the 10 years since the end 
of the war, has to begin by pointing out that the 
period in question is only a continuation of the 
process that had its beginning around the turn of 
the century, although there has been a greatly 
accelerated tempo during the last 10 years. At the 
turn of the century, the Icelandic economy was 
much the same as it had been in medieval times. 
Cultivation of the soil with modern methods had 
hardly begun, fishing was done by hand-line, Ice- 
land did not own a single merchant vessel, there 
was no harbour, nor even a breakwater, there was 
hardly a bridge in the country, and only a few 
kilometers of road. And this in a country the size 
of Denmark, the Netherlands and Belgium taken 
together, although the population was at that time 
only 80 ooo. It follows that the problems that still 
dominate the Icelandic economy are those of 
economic development, although foreign trade 
plays an extremely important part in its operation. 

The Islandsbanki was established in 1903, main- 
ly with Danish capital, which helped to stimulate 
the economy. The telegraphic connection with 
Europe came in 1907, the Reykjavik harbour was 
built shortly thereafter, and a fleet of “modern” 
trawlers and motor fishingboats acquired. There 
was a rapid expansion of exports. The process 
of economic development was in full swing when 
the first world war broke out. The allied powers 
“bought” half the trawler fleet, which was detri- 
mental to Iceland. But important economic and 
financial relations with Britain were established 
and maintained thereafter. And at the end of the 
war, most of Iceland’s foreign trade had been 
transferred to Icelandic hands. 


The Years 1918-1939 Showed Speedy Progress 


Sovereignty returned to Iceland with the Act 
of Union in 1918. Foreign capital, especially 
British, helped the resumption of the forward 
march. The trawler fleet was rebuilt and a few 
merchant ships acquired. However, much of the 
development up to the great depression consisted 
in investments under the social heading, such as 
schools, hospitals, roads, bridges, harbour instal- 
lations and the rebuilding of the sod farm houses. 
The backbone of this development were the highly 
productive fisheries. 

The development also set in motion an im- 
portant social process. At the beginning of the 
century most of the population was rural, to-day 
only one-fifth. For the first time in history, an 
appreciable part of the people were born and 
brought up in a city. With this change also came 
the differentiation of the modern western society. 

Before the great depression, the bulk of exports 
had consisted of clippfish. The loss of markets 
after 1930 made it necessary to go in for new 
products. During the thirties, sixteen factories 
for processing herring and other fish were built 
and the beginning of a deep-freezing industry 
made. Import restrictions stimulated the growth 
of small scale industry for the home market. The 
first important hydroelectrical power station was 
built, on the river Sog, with the help of Scandi- 
navian engineering and capital. 

When the war broke out in 1939, an unlimited 
market for fish opened in Great Britain. The 
British occupation came in 1940, and the Amer- 
icans were invited in 1941 to station troops in 
Iceland. The Icelandic economy flourished. Most 
of the fish exports were paid for out of lend- 
lease funds, and imports were practically without 
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restrictions. The terms of trade improved greatly, 
and were in 1941 48 per cent. above those of 1935. 
Both because of the flourishing exports, and the 
military expenditures of Great Britain and the 
United States, Iceland accumulated foreign ex- 
change reserves which were very large in relation 
to the size of the economy, or $92 million (about 
1500 million krénur at the present exchange 
rate). - 


‘A Post-War Economy with Great Fluctuations 


In September 1944, a “reconstruction” Govern- 
ment came into power, and remained in power for 
a period little more than two years. It consisted 
of three parties, i. ¢. all the parties except the 
Progressives (agrarians). By the middle of 1947, 
the foreign exchange reserves were gone. Also, 
the terms of trade began to deteriorate rapidly. 
In the summer of 1947, investment control was 
instituted and the import restrictions applied 
rigorously. The supply of imported consumer 
goods rapidly declined. In addition, prices had 
risen more than 4 times since the beginning of the 
war and hourly wage rates 61/2 times, the ex- 
change rate of the krona remaining unchanged. 
The fisheries had to be subsidized on an in- 
creasing scale. It became obvious that the country 
was going to have to face a serious economic re- 
adjustment process. For the time being, the prob- 
lems could be deferred, because of the general 
shortage of food in Europe, two freak winter 
herring seasons off the south-west coast, and the 
beginning of the Marshall plan in 1948. By 1949, 
the situation had become untenable, as production 
for exports was coming to a standstill. To make 
matters worse, the trade unions obtained a rise in 
wages by Io per cent. during the summer. 

What the country got for the foreign exchange 
reserve was a renovation of practically the whole 
fishing fleet, a new and greatly expanded mer- 
chant marine, new herring and fish processing 
factories, renovation and expansion of the ma- 
chinery of the local home market industry, and 
some agricultural machinery, especially for drain- 
age. 

In spite of all this effort, there was apparently 

"no increase in production or exports in the follow- 
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ing years, and there was the serious problem of 
adjusting costs and prices. Many people had be- 
lieved that the “reconstruction” program would 
solve the latter problem. The import restrictions 
caused shortages of consumer goods, and this 
called forth a black market in many goods. There 
was also a serious housing shortage, in part caused 
by emigration to the Faxabay area, where Reyk- 
javik and Keflavik are located. There was much 
disappointment over the results of the policies of 
the “reconstruction” government. Many people did 
not realize that what had happened was primarily 
that a worn out and outdated productive apparatus 
had been discarded and replaced through a costly 
program. The regular summer herring seasons 
failed year after year, and much of the investment 
had been in new factories for the herring industry, 
and in ships. And then there was the deterioration 
of the terms of trade, some 30 per cent. from 
1946 to 1951 (when they stood at 85 per cent. of 
the 1935 figure). Since Iceland exports some 40 
per cent. of the gross national product, this was 
a most unfavorable development. 

In March 1950, a coalition Government of the 
Independence and the Progressive Party came 
into power, and coalition has remained in power 
since. In that same month, the krona was de- 
valued by 42.6 per cent. The trade unions took 
from the beginning a hostile attitude. And to make 
matters worse, the Korean war broke out in June 
of the same year, causing a rise in import prices. 
(Since the devaluation, import prices have risen 
by 33 per cent.) The result was a steep rise in 
the domestic price level, which did not come to a 
halt until the spring of 1952, when it had risen 
almost 60 per cent., and wages by a similar 
amount, since they are tied to the cost-of-living 
index. Prices have remained at this level until 
April this year. 

The investment process started by the “re- 
construction” government has continued, except 
for some let up in 1950. It has been financed 
partly with Marshall plan funds and foreign loans, 
and since 1952, by a remarkable increase in 
savings, which followed the stabilization of the 
price level. The increase in savings deposits was 
only 16 m. kr. in 1951, but about 190 m. kr. in 
1953 and 194 m. kr. in 1954. Exports have risen 
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Table 1, Formation of New Domestic Capital 


(in Million Kronur at current prices). 


. Total 
1945 1946 1947 1948 1949 1950 1951 1952 1953 1954 1945—54 
T) iD wellines) 24° Gre. -on sa re ne Too” «145, «120 89 96 80 85 Yo3,. 120 ) 4245 I 197 
2) Other building, including industrial . 35 90 80 72 82 60 44 77 84 = -134 758 
3) Sog and Laxa hydro-electrical power 
stations, fertilizer plant ...... 2 Io {ope Wee = lie) 20 388 
4) Other electrification, roads, bridges, 
harbours, airfields, water systems, etc. 55 95 85 54 73 47 42 79 124 127 781 
SY SHIPS is. cies ot ahem 8 36 89 66 41 28 95 3 22 39 427 
6)' Land! reclamation: "sheen. ee ee 6 6 6 10 II 13 15 21 24 25 137 
7) Agricultural machinery’, © 92). 4 «i 10 10 18 10 17 9 13 12 12 24 135 
8) (Olheras".- lee ye ane nice eee iis 20 35 40 30 30 23 6 6 45 52 287 
234 417 438 331 352 270 356 433 613 666 4 110 
1 dollar = Krépur 6.50 650 6.50) 6i50 Yer 458. 16.32) 16:52 510,52 e0G.e7 
In million dollars 36 64 67 51 49 19 22 27 38 41 414 


Gross national product 


New domestic capital formation’) as % 
Of HG. ING 'P..e [same eae ere 24 34 30 


Index of consumers prices(1951 = 100) 55.6 58.7 


960 1220 1450 


1 Except for industrial investment in machinery. See text. 


sharply during the past two years, and there have 
been considerable foreign exchange receipts from 
military construction, financed by the United 
States Government. During the years 1947—1949, 
there was a heavy deficit on the Government 
budget, but since then, an overall surplus has been 
the rule. 


Investment in Recent Years Largely Financed 
without Foreign Aid 


The accompanying table of the formation of 
new domestic capital shows the development of 
the past 10 years. Some of the figures are some- 
what uncertain, and probably understate the 
amount of investment that has taken place, es- 
pecially during the first half of the period. Accu- 
rate figures for the increase in industrial ma- 
chinery and equipment are not available, and 
therefore not included in the table (except under 
(3)). These items would probably bring the total 
figure to $500 million for the period. 

The figures show that there were in reality 
three phases. An extensive investment program 
was continued into 1949, to be followed by the 
contraction of the difficult years of 1950 and 
1951. Although the Marshall plan began in 1948, 
the large projects directly financed through Mar- 


I 400 


63.2 


I400 1610 2025 2305 2595 2870 


24 25 17 18 19 24 23 
64:5 66:2 48:9 ToO0:0) 112.2. 4r1-6) Ti2.9 


shall funds did not get under way until 1951. But 
the Marshall plan provided badly needed assistance 
in 1949 and 1950, e. g. imports of fodder, oils 
and machinery of various kinds. And in 1951 and 
1952 it provided special funds, through the EPU, 
to pay for a restocking program, since the stocks 
of imported goods were very small, and much be- 
low what was required for normal processes of 
trade. But by 1952 the supply situation had re- 
turned to normal. 

The formation of new domestic capital amount-. 
ed to about $500 million during the 10 year period. 
The financing came from the sources shown in 
the following table. 


Table 2. Financing of Investment 1945—1954. 


Milliont Million 

Resources Kronur Dollars Percent. 
1, Marshall Plan, grants . . . 487.9 29.9 6.0 
2. Marshall Plan, loans 86.5 5.3 Ei 
3. Other foreign borrowing. . 182.8 11,2 2.2 
Total (1 +2+3) 757,2 46.4 9.3 

4. Use of foreign exchange re- 

serves of bahk: > ...°2 5. 1 308.9 $0.2 16.0 
5. Domestic resources (residual) 6093.9 373-4 74-7 
Grand total 8160.0 5000 100.0 


1 At exchange rate after March 1950. 
1 Dollar = 16.32 krénur. 


Foreign resources for financing the investment 
program amounted to 9.3 per cent., but during 
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the Marshall plan period, that share was much 
higher. The Marshall aid program was suspended 
in May 1953. But, as previously mentioned, there 
has been an important rise in savings deposits, 
beginning with 1952, which has, so to speak, re- 
placed the Marshall aid as an important source 
for financing investment. 


Changes in the Structure of the Economy 


Since the turn of the century, the population 
has about doubled — from 80 000 to 160 000. The 
rate of increase has in the past few years been 
close to 2 per cent. per year. The change in the 
economic structure, and hence in the occupation 
of the people, can be seen from the following 
table. 


Table 3. Population According to Occupation in 
1940 and 1950 in per cent. 


1940 1950 
MMMECREIMIPM ME y 6 ss + 8 ek 8 wt 30.5 19.9 
“iicileh ss 16 1G a 15.9 10.8 
Fish Processing Industry .......-. arom =hey) 
Other Industry and Crafts ........ 0:6) 15.3 
Gonstmuction Activities. ..... 2.5 6.5 10.0 
con caie 2 ie F.20) 90 
Coonuoon > hit) See OT 
oo Sa ‘17.0 20.6 

100.0 100.0 


The figures show that whereas at the beginning 
of the war miore than 46 per cent. of the popu- 
lation lived on agriculture and fishing, only 31 
per cent. did so by 1950, while the share of indus- 
try and construction rose from 21 per cent. to 31 
per cent., and this development has continued 
during the past five years, although exact figures 
are not yet available. 

It is estimated that in 1938 the gross national 
product amounted to 8 700 kronur per head, at 
1954 prices, while for 1954 it amounted to 18 300, 
or more than double as much. Productivity has 
about doubled. Consumer prices have risen about 
6 1/2 times since before the war, while wages and 
workers’ benefits have risen about 13 times. 


Types of Investment 


Cultivated land has increased from 1938 to 
1953 by 56 per cent., but amounts to no more 


than 2 per cent. of the arable area. The annual 
increase is about 3 100—3 600 hectars. 

During the past five years, there has been in 
operation a ten-year program of agricultural de- 
velopment. Modern land reclamation machinery 
has completely changed the technological basis of 
Icelandic agriculture. Draining and levelling the 
bogs has become a much simpler and cheaper 
process than previously. In order to use machinery 
for cultivation and harvesting, the land must be 
even. The desert sands need little more than ferti- 
lizer and seed. 

The agricultural program runs until 1960, and 
the process of rebuilding all farm dwellings is to 
be completed by then. The process of mechani- 
zation is expected to continue. And the mechani- 
zation is particularly important, because of the 
shortage of agricultural labor. The effects of the 
sheep diseases of the past 20 years are in the main 
being overcome. Iceland is now self-sufficient 
with regard to milk and meat, but imports some 
vegetables, all cereals, and fruit. Under the pro- 
gram, the output of agriculture is to be increased 
by 50 per cent. Some of the increase will be ex- 
ported, in particular meat. The International Bank 
for Reconstruction and Development has granted 
two loans for this program. The results are well 
ahead of schedule. 

The merchant marine rose from 17 ships in 
1938 to 29 in 1954, and the tonnage from 14 300 
to 40 500 gr. r. t. There is one Icelandic airline 
that provides service domestically, and two be- 
tween Iceland and foreign countries. Since 1945 
the number of trucks has doubled, that of passen- 
ger cars tripled. 

The fishing fleet consisted of 614 vessels in 
1938 (not counting open boats). In 1953 the 
number was 619, or about the same, while the 
tonnage had risen from 24 000 to 57 000 gr. r. t., 
and practically all the ships are new. 

The building of new deep-freezing plants has 
continued, also building of processing facilities 
for salting and drying fish. In 1938 there were 
21 deep-freezing plants, in 1953 82, while the 
capacity had risen from 220 tons of fish fillets 
per day to 1 200 tons. In 1938 the herring- and 
fishmeal factories numbered 16, but there were 
41 in 1953. These factories could process 4 400 
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tons of fish per day in 1938 and 14 800 tons in 
1953- 

It is difficult to give figures for the growth of 
other local industry. But the growth can be gauged 
from the figures for the number of work weeks 
of insured workers in industry (other than fish 
processing), which shows an increase by some 150 
per cent. since before the war. But output has in- 
creased much more, because of increased mechani- 
zation and productivity. 

The textile plants have been modernized and 
expanded. For the making of cloth and shoes, 


domestic raw materials are used to a certain €x- _ 


tent. The ship yards and engineering work shops 
have gone through the same process of moderni- 
zation and expansion, and have now started 
building small steel vessels. The three important 
Marshall plan projects have been completed: 
hydro-electrical power stations on the rivers Sog 
and Laxa, and a nitrogenous fertilizer plant with 
an annual capacity of 6 000 t. of pure nitrogen. A 
number of small plants for domestic building 
materials have been set up or expanded, including 
a new glass factory. The construction of a cement 
plant, with a capacity of 75 000 t., is beginning. 
Almost all construction is of concrete, since there 
are no forests. A ten-year program for electrifi- 
cation, for the areas not covered by the Sog and 
Laxa systems, was started last year. Extensive 
rural electrification is an important feature of the 
plan. At present one-third of the farms are 
electrified, while another 20 per cent. have elec- 
tricity for lights only. Some 85 per cent. of the 
farms have telephone. 

Production of electricity has increased, as 
shown by the following figures. 


Year Production Generator 
Mill. KwH_ Effect 1000 Kw 

IQS ja) emi une Vics enue 22 14 

ROS 4 id eieeh, vo, ok. ae eee ees 370 80 


The now installed capacity can produce 550 
million KwH, which is about 1.6 per cent. of the 
harnessable waterpower (of 35000 mill. KwH). 

Since Iceland is a volcanic country, there are 
important natural hot water sources. Natural hot 
water systems have been installed in a few com- 
munities, but the Reykjavik system, completed 
during the war, remains the most important. A 


rough estimate puts the annual yield of heat as 
equivalent to 3.5 mill. tons of coal. Of this about 
2 per cent. is at present utilized. 

The roads have increased from 1937 to 1954 
from 4500 km. to 8200 km., the number of 
bridges over 10 m. in length has about doubled 
since before the war, and number 467, with a 
total length of 13.5 km. 

The economically backward Iceland of the turn 
of the century has not only disappeard, but dis- 
appeard almost without a trace, since there were 
hardly any works of man of durable material in 
existence. With modern technology available 
conditions of life have completely changed. 


The Key Position of Foreign Trade 


Foreign trade is of great importance for Ice- 
land, as previously mentioned. Changes in market 
conditions and terms of trade affect immediately 
the economic situation. 

The following table shows the development of 
exports during the past 5 years. 


Table 4. Exports f. 0.6. 
Mill. kr. Quantity Index 
(1935 = 100) 
LQEO ee SA eet ay Fa aee es 472% 173 
NQGU eaters te See ge eee, Tal Meher ye 727 246 
Mop Creme) tet fh cd eter 641 209 
1953. eeca Gretta kee 706 237 
LOSA pgs Psa sw rca reese oars ahh 846 284 4 


The figures show a fairly steady rise in exports. 
Imports have increased similarly, as shown by the 
following table. 


Table 5. Imporis ¢.t. f. 


Mill. kr. Quantity Index 

(1935 = 100) 
TOGO wa ce et ep ee ee eee 6108 208 
TOSI. sack 5 enor ee ere 924 274 
EQS 2 Abas ca) eee ea gio 264 
TOSS s)he ee III 350 
1984: Pores Desi or sees Ben 1 130 370 


The trade deficit has been covered by freight — 
earnings, invisible receipts, especially from 
military sources, Marshall aid, and foreign invest- 
ment loans. 


* Figures based on the new exchange rate. 
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During the past two years, the prosperity en- 
joyed has, in a considerable measure, been the 
result of improved marketing conditions abroad. 
There has been a steady rise in the exports of 
frozen fish fillets to the United States, and of 
stockfish to Africa and Italy. The trade agreement 
with Russia, concluded in the late summer of 
1953, has also been an important factor. The 
principal exports to Russia are frozen fish; 
principal imports are petroleum products, cement 
and cereals. 

The terms of trade improved slightly in 1953 
and 1954, but are still below normal. 


Liberalization Policy 


The year 1950 was a difficult one (see table 1), 
but thereafter the situation gradually improved. 
Exports increased, and, with American economic 
aid, steps were taken to increase imports and 
relieve the shortage of imported goods. As the 
situation improved, quantitative restrictions on 
imports were largely removed, although restric- 
tions as to areas were in many instances main- 
tained, because of bilateral trade agreements. By 
1952 it was possible to lift controls on the con- 
struction of small dwellings, and at the beginning 
of 1954, construction of dwellings was set practi- 
cally free. 

Many people thought that the liberalization 
measures would lead to increased imports of con- 
sumer goods. This has happened. But imports of 
investment goods have increased much more, as 
shown by the following table. 


Table 6. Composition of Imports (in per cent). 


1950 1951 1952 1953 1954 

Capital goods. ..... 31 37 35 38 4 

Operational goods. . . . 34 27 33 29 26 
Consumption goods and raw 
materials for consumer 

cio Ss Sa SS ists ee 935/133 

109 100 100 100 100 


As previously mentioned, there has been an in- 
crease in savings, and the table shows that there 
has been a parallel increase in the imports of 
capital goods. Although a considerable part of the 
foreign trade is on a clearing basis, quantitative 


restrictions are not important, except in the case of 
such items as automobiles, ships and machinery. 

The foreign exchange reserves are small, com- 
pared with the volume of foreign trade. Further- 
more, exports are seasonal. The reserves increased 
by 43 m. kr. in 1953 and 37 m. kr. in 1954. But 
at maximum, reserves amount to little more than 
one month’s imports. 


Assistance to Coastal Fisheries 


The steep rise in prices after 1949 and the 
reduction in the size of the fish catch of the small 
fishing boats, made it necessary to extend fi- 
nancial assistance to the operators of these crafts. 
In 1951 a number of luxury and semi-luxury 
goods were put on a so-called conditional free list. 
They could be imported in unlimited amounts 
against licenses issued only to exporters of the 
principal products (except oils and herring) 
derived from the catch of the small fishing boats. 
The licenses were issued for 50 per cent. (at 
present 45 per cent.) of the fob value. The licenses 
were sold to importers at an average premium of 
some 50 per cent. The arrangement has been of 
very great help for the coastally operated fishing 
fleet, but is otherwise an undesirable weakness 
in the currency system. 


Extension of the Fishing Limits 


On May 15, 1952, the Government extended 
from three to four miles the line around the coast, 
within which all trawling is forbidden, and at the 
same time closed all the fjords to such fishing. 
The regulation is intended for the protection of 
the fishing grounds against overfishing, and 
applies to Icelandic as well as foreign ships. The 
ensuing disagreement with the British trawler 
owners and the British Government, has been 
much publicized. The Icelandic trawlers have been 
prevented from landing iced fish in Great Britain 
since that time. But markets for the fish have 
been found elsewhere. However, the Government 
has found it necessary to extend some financial 
assistance to the trawler owners. Since these 
protective measures have been taken, the catch 
of British trawlers around Iceland has increased 
by 26 per cent. per hour of trawling. No solution 
of the dispute is at present in sight. 


82 SKANDINAVISKA BANKEN 


Monetary Policy 


The Icelandic economy is unstable. This is 
fundamentally due to the dependence upon a few 
export commodities. Although only 16 per cent. 
of the population lives from fishing and fish 
processing, these activities provide go—95 per 
cent. of all exports. The diversification that has 
taken place has mainly resulted in production of 
import-substituting goods rather than of new ex- 
port goods. One of the reasons is that few in- 
dustries could compete with the fisheries in the 
way of productivity. This means that the foreign 
trade of Iceland is dependent upon developments 
in the markets for a relatively few number of 
goods: Salted fish, frozen fish, iced fish, stock- 
fish, fish oils, fish meal and herring. These con- 
stitute the bulk of exports. 

Some of the fluctuations, especially in prices, 
could be counteracted by an appropriate monetary 
policy. For such a monetary policy, the suitable 
institutional framework is lacking. The banks have 
been chartered by special acts of the Althing, and 
there is a law on the establishment and operations 
of savings banks, but no general banking legis- 
lation. The Act on the Landsbanki, the largest 
commercial bank, provides for a special note issue 
department in the bank, and regulates the note 
issue. But the bank has otherwise little in the way 
of central banking powers. There is therefore no 
central authority for monetary policy, equipped 
with the necessary powers to formulate and carry 
out any particular policy. The Government itself 
is responsible for such monetary policy as there 
is. In view of the fact that the Landsbanki is a 
competitor to the other banks, no attempts have 
been made to grant it additional powers. Since 
1951, a committee on banking has been studying 
this problem, but has not yet made public its 
findings. 

It is not hard to point out specific mistakes in 
monetary policy during and after the war. At 
the beginning of the war export prices rose 
sharply. The pound rate fell from 27.00 kr. to 
20.56 kr. in 1940. In June 1940 the kréna was 
fixed at 26.22 kr. This was a most fateful step, 


since steeply rising export and import prices drove 
up internal prices and costs. Proper adjustment in 
the exchange rate during the period 1940—1949 
could have spared the country much of the price 
rise. A tighter credit policy of the banks during 
the past few years would have been beneficial, but 
the means for carrying out such a policy were 
lacking. 


Latest Developments 


The economy has been in a state of high pros- 
perity for about three years. There is a shortage 
of labour, especially skilled construction workers, 
and much work is done on overtime. Construction 
of dwellings has reached a new peak. The Althing 
passed a new housing act in April 1955, replacing 
a housing act passed in 1946, that contained 
provisions for large scale subsidies, which had 
been impossible to implement. The main feature 
of the new act is the institution of a new mortgage 
system without subsidies. 

A strike in December 1952 was settled by an 
increase in wages by about 4 per cent. Since 
then the labour front has been relatively quiet. 
This quiet was broken on last March 18, when 
a strike broke out in the Reykjavik area. The 
strike movement was fairly widespread, although 
not a general strike. The strike lasted six weeks. 
The settlement involved a 10 per cent. rise in 
the basic wage rates of unskilled workers, and 
5 per cent. for skilled workers, who now will also 
get full adjustment in wages according to the 
wage-compensation-index (which is derived from 
the cost-of-living index). This will give them 
another 5 per cent. An unemployment fund is to 
be established, to which the state will contribute 
2 per cent. of the wage bill, the employers 1 per 
cent., the municipalities 1 per cent. In addition 
there were some fringe benefits. Civil servants 
will get a similar raise in July. 

This settlement will increase directly the costs 
of production and undoubtedly cause some rise in 
the general price level. It is, however, too early 
to say how great these effects will be. 
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COMPANY BALANCE SHEETS FOR 1954 


For several years this Review has made a sum- 
mary of certain information which has been ex- 
tracted from the annual reports of a number of 
large companies.' On this occasion the scope of 
the inquiry has been widened to include more than 
100 enterprises belonging to various branches of 
industry, commerce and shipping. In 1954 the 
total number employed in these enterprises was 
about 270 000 and the total sales (excluding a few 
companies which do not report this item) amount- 
ed to more than 11 000 million kronor. 

The accounts of these companies: reflect the 
improvement which took place in the economic 
situation during 1954. The total turnover of the 
enterprises rose by nearly 10 per cent., whereas 
im 1953 and 1952 only small changes took place. 
The tendency towards increasing turnover was 
found throughout most sectors, though there was 
an exception in the case of the textile industry, 
where sales fell by about 2 per cent. after having 
shown an increase during 1953. However, the 
trend in this industry during last year was, as in 
1953, not uniform; of eight textile enterprises 
reviewed, three showed an increase in turnover, 
one of them by as much as g per cent. The iron- 
works also showed a decline in turnover during 
1954, but only of negligible proportions. 

The biggest increase in turnover occurred in 
the forestry industry and was of 15 per cent. All 
12 enterprises covered by the investigation showed 
a very considerable increase in sales during 1954. 
The inprovement in the market situation of the 
industry began to appear as early as the latter part 
of 1953 but had no appreciable effect on that 
year’s sales figures, with the result that the value 
of the sales in the enterprises reviewed showed a 
small decline during 1953. In spite, however, of 
the marked increase in turnover which took place 
last year, the sales of practically all the forestry 
companies surveyed did not come near to reaching 
the record level of 1951. 


1 The last report appeared in our issue for July 1954. 


In the case of the mechanical engineering indus- 
try, 1953 was a year of sales recession for most 
enterprises. Last year, however, there was a sub- 
stantial recovery and the total turnover for engi- 
neering workshops and shipyards (27 enterprises) 
rose by about Io per cent. The improvement 
occurred practically throughout the group; only 
four enterprises showed a decline and in each 
case the amount was small. In spite of the favour- 
able market conditions in 1954, nine of the enter- 
prises investigated reported figures which were 
less than for 1952, although the total figure for 
the whole group was materially higher. 

Turning to costs, wages and salaries underwent 
a certain rise from 1953 to 1954, which, however, 
was not nearly so high as the increase in turnover. 
The total amount paid in wages and salaries in- 
creased by nearly 6 per cent., whereas the total 
number employed rose by only 1 per cent. Nearly 
two-thirds of the increase in the number of per- 
sons employed was accounted for by salaried em- 
ployees. During 1953 the amount of wages and 
salaries paid showed only a very small change and 
the number of employees fell by nearly 3 per cent. 

With regard to the important cost item which 
includes raw materials and semi-manufactures and 
all indirect costs (excluding those which form 
part of the item for wages and salaries) it is not 
possible to make any summary, as the different 
companies report these costs in very different 
ways. As far as raw materials and the like are 
concerned, however, we know that the price-level 
during the year has not undergone any considerable 
change on the whole, and therefore the rise in 
these cost items should not be greater than would 
approximately correspond to the increase in the 
quantity of goods sold. Depreciation increased in 
the case of both buildings and machinery and 
fittings, but the increase cannot be regarded as 
particularly noteworthy. As in 1953, depreciation 
of machinery was limited for tax purposes to 20 
per cent. of the procurement value. During 1953 
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the enterprises had made very full use of the 
opportunity of tax-free consolidation which is 
offered by appropriations to pension funds. This 
opportunity was also utilized during 1954, though 
to a somewhat smaller extent. The total amount 
of visible appropriations to pension funds for all 
the enterprises was 124 million kronor, as com- 
pared with 132 million kronor in 1953. 

The improvement in the economic trend is also 
reflected in the profit situation. Net profits (after 
tax) increased last year by 64 million kronor for 
all the enterprises reviewed, 1.e. by 13 per cent., 
which was considerably more than during 1953. 
Of the 102 enterprises reviewed, only 19 show a 
decline in profits. The largest rise in profits is 
reported by the forestry industry, where there was 
an increase of 30 per cent., while the engineering 
industry showed a rise of 15 per cent. All the 
engineering workshops and shipyards (27 enter- 
prises) reported increased profits. Among the 
sectors which had a decline in profits, the most 
important are shipping companies and textile 
firms. Of the five shipping companies, only one 
reports a slight increase in profits. Of the eigth 
textile firms only two had small increases. In the 
case of the seven iron-works there was an overall 
rise in profits, but relatively large increases in 
the case of two works were responsible for this, 
four of the enterprises showing a decline. 

Taxes paid by the enterprises surveyed rose 
during 1954 by about the same percentage as 
profits, or 13 per cent. In the case of this item 


also there were, however, considerable variations 
from industry to industry. The taxes for engi- 
neering firms rose by no less than 27 per cent. in 
spite of the fact, mentioned above, that profits 
increased by only 15 per cent. This indicates that 
during 1954 the engineering firms had undertaken 
considerable measures of consolidation which did 
not entitle them to make deductions from taxable 
income. The total taxes for this group were con- 
siderably higher than the total profits. To judge 
by the tax figures, the figure stated for the in- 
crease of profits in the engineering industry during 
1954 probably gives too low an estimate of the 
result for the year. 

Of the total increase of 64 million kronor in 
profits during 1954, less than half (27 million 
kronor) was used for augmenting dividends, the 
remainder being retained in the businesses. As 
compared with 1953, the total dividends for all 
the enterprises rose by 9 per cent., which is less 
than the increase in profits. Even in the two 
sectors with the most favourable profit situation 
— the forestry industry and the engineering 
industry — the rise in dividends was only 11 per 
cent. in each case. 

The balance sheets of the companies also reflect 
the expansion during last year, as is shown by the 
table inserted here below. The balance-sheet 
totals show a considerably steeper increase than 
during 1953. In the case of the assets, current 
assets increased by 623 million konor as against 
only 113 million konor during 1953. The trend 


Balance Sheets of about roo Large Companies. 
Increase or decrease 


Assets 1952 1953 1954 1952—53 1953—54 
Current ‘assets... 6 6 os wo 5 Ge eee 6 387 6 500 7123 SLES + 623 
of which’ stocks’ ,~ 1 0° .0c) gcc ete ee (2 552) (2 227) (2 384) (— 325) (+ 157) 
cash in hand and at bank... ... (1 690) (2 130) (2311) (+ 440) (+ 181) 

Bixed iassets scion Genelia! 5. cae. ee ee 1793) a | ess 5713" 340 oe 
9 Oe ee Total assets 11 180 11 633 12 836 + 453 + I 203 

Liabilities 

Short-term linbilities) © 4%, vo as ses ee ee 3 707 3 562 4174 aA + 612 
Long-term liabilities: .°. 7. 20.) sh ey een 2 244 2424 2522 + 180 + 98 
of which funded for pension purposes . ... . (612) (719) (859) (+ 107) (+ 131) 
Capital! tre als) s?ietw Re a ee 5 229 5647 6 140 + 418 + 493 
Total liabilities 11 180 11 633 12 836 + 453 + 1203 
INGt Profits 6.0: fy ast< 5. ys ox ee 433 483 547 + 50 + 64 
Mividends fs. Ohaus: . Sw Se hae te eee 267 283 310 + 16 ier) 


Dividends as a percentage of capital. ....... 5,1 5,0 5,0 
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during the latter year was characterized above all 
by a steep decline in stock values and by a re- 
markably large increase in cash in hand and at 
bank. During 1954 there was again an increase in 
stocks, of 157 million kronor, while liquid assets 
continued to improve, although to a much smaller 
extent than during 1953. Cash in hand and at bank 
increased by a further 181 million kronor during 
1954 in the enterprises investigated. The largest 
increase occurred in the case of the engineering 
industry. 

The increase in current assets was offset on 
the liabilities side by an almost equally large in- 
crease in short-term indebtedness. During 1953, on 
the other hand, the latter fell considerably as a 
result of the substantial running down of stocks. 

The book values of fixed assets also increased 
considerably more during last year than during 
1953. Of the increase of 580 million kronor for 
1954, however, nearly 100 million kronor is 
attributed to the writing up of assets, with a 
corresponding increase in the visible capital of 
the companies. During 1953 also there was a 
writing up of fixed assets on a considerable scale, 
although the total amount in the enterprises in- 


vestigated, was considerably lower than for last 
year. A comparison between the value of fixed 
assets during the two years therefore shows a real 
increase of considerable proportions, an increase 
which reflects the rising trend of investment 
activity in business during 1954. 

Long-term indebtedness increased during last 
year by only 98 million kronor, or by slightly more 
than half of the increase during 1953. The rise is 
entirely attributable to the pension funds, other 
borrowing having declined. The increase in visible 
capital during 1954 was not, as had been the case 
during 1953, sufficient to finance the increase in 
the fixed assets. If we disregard the increase in 
capital due to the writing up of fixed assets, we 
obtain a rise in visible capital during 1954 of 
about 400 million kronor, while at the same time 
indebtedness rose by more than 700 million kro- 
nor. For 1953 the corresponding capital increase 
was 340 million kronor and the increase in in- 
debtedness only 35 million kronor. The expansion 
in the activity of the firms which took place during 
1954 therefore implied, from the financing point 
of view, a deterioration of the ratio between equity 
and external capital in the enterprises. 

Bengt Senneby 
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THE ECONOMIC SITUATION 


General Outline 


So far this year a very high activity has, gener- 
ally speaking, prevailed in the Swedish economy. 
During the spring months, employment has been 
on a slightly higher level than during the same 
months last year, when, on the whole, there was 
what is usually termed full employment. Un- 
employment has been at a very low level. As the 
number of vacancies registered with the labour 
exchanges has risen, while the number of appli- 
cants has fallen — if the months of April 1954 
and 1955 are compared — the shortage of labour 
has increased in several sectors. This particularly 
relates to the supply of skilled workers in the 
heavy industry; the only exceptions from this 
picture of full employment in the Swedish econo- 
my are the textile and shoe industries and the 
tanneries, where employment has been falling this 
year. 

The strains on the full employment economy, 
occurring since last summer, have also brought 
about a considerable increase in the volume of 
industrial production; during the first four 
months of 1955 the level of production is, on an 
average, estimated to be about 6 per cent. above 
that of the same months last year. The greatest 
expansion occurred in the iron and steel and engi- 
neering industries, and also in the wood-processing 
industries, while some recession made itself felt 
in the shoe and textile industries. Last year’s sharp 
upswing in industrial production should, however, 
partly be regarded as a recovery from the stag- 
nation of 1952 and 1953. Spread out over a longer 
period, the rate of increase in industrial pro- 
duction is not very impressive, for since 1951 
the relative index number has only risen by about 
9 per cent.; the yearly rate of increase during the 
period 1951—54 is thus only 2—3 per cent., on 
an average. 

As a background for a discussion of the current 
economic situation in Sweden, an outline of the 


trends in recent years was presented in the latest 
issue of this Review. In that outline it was shown 
how the vigorous recovery in 1954 of production 
and employment in industry and other sectors of 
the private economy was accompanied by an in- 
crease in capital expenditure, at the same time as 


house-building and public expenditure continued — 


to expand rapidly. During the autumn last year 
there were signs indicating that the total pressure 
of demand was on the point of becoming too 
great. Thus, imports showed an accelerated rise, at 
the same time as handsome profits and a favour- 
able profit outlook led to greatly enlarged invest- 
ment plans for 1955. The danger of inflation has 
been particularly accentuated by the substantial 
increases in wages, to which the full employment 
economy has given rise. According to provisional 
calculations, the total amount of wages is estimated 
to increase by 8—1o per cent. from 1954 to 1955. 
The increased purchasing power placed in the 
hands of the consumers through the great wage 
increases has — in the Government’s opinion — 
brought on most of the obvious and immediate 
threat of inflation to the Swedish economy. Dur- 
ing the spring a number of steps have been taken 
in order to reduce the pressure of demand. 


The Excess of Demand 


In its latest report (“The Economic Situation, 
Spring 1955”) the Swedish Institute of Economic 
Research has made an attempt to measure the 
total excess of demand, which threatened to arise 
during 1955. It is obvious that all calculations of 
this kind must be very much hypothetical and 
approximate, but as a calculation of this kind has 
made up a starting-point for the very restrictive 
monetary and fiscal policy introduced during the 
spring, the results will nevertheless be of some 
interest. Starting from the following hypotheses: 
a rate of increase in the total volume of pro- 
duction normal to the post-war period (3.5 per 
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cent. per year for real gross national income), 
unchanged foreign exchange reserves during 1955, 
on an average unchanged inventories, constant 
private savings and a stable price level, the Insti- 
tute has worked out a total excess of demand for 
1955 of Kr. 1 700 million, corresponding to about 
3—4 per cent. of the total supply of goods and 
services. In this calculation allowance has been 
made, besides for the effect on consumption of 
the wage rises, also for the plans for an increase 
in investments, which, according to the surveys 
made, might be anticipated in various sectors of 
the private economy, as well as for the expenditure 
estimates of the central and local governments. 
When, in this way, the demand for goods and 
services tends to exceed the total supply as this is 
determined by production and imports (within 
the limits of current foreign exchange earnings), 
the result will be various forms of inflationary 
phenomena. Above all, there are risks that the 
developments will lead to price increases and such 
a big rise in imports that the foreign exchange 
reserves will be considerably reduced. According 
to the Government’s declarations, however, the 
objects of the economic policy are stated to be to 
keep the value of money stable in an economy of 
full employment and, during such an international 
boom period as the one now in progress, prefer- 
ably to increase Sweden’s foreign exchange re- 
serves. In view of these objects of the national 
economy, the above-mentioned calculation, re- 
sulting in a threatening excess of demand, pro- 


Foreign Trade. (Million kr.) 
(Current 3-months averages.) 
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vides a motive and a basis for a very restrictive 
economic policy. 

In that outline of the programme for the eco- 
nomic policy during 1955, which this year’s nation- 
al budget may be said to make up, certain adjust- 
ments have been made in the objects mentioned 
above. Some price increases have been deemed to 
be unavoidable consequences of the rise in labour 
costs. This concerns the prices of some agri- 
cultural: products, railway and tram fares, to a 
certain extent rents, and the prices in some sectors 
of production and trade where the margins were 
already too narrow. In the national budget a suc- 
cessive increase in consumer prices by 4 per cent. 
during the year is calculated with (in a comparison 
between the average figures for 1954 and 1955, 
the general rise in prices is estimated at 2 per 
cent.). It is also believed that a steep rise in the 
volume of imports will occur from 1954 to 1955 
and that it will not be possible to cover this rise 
by sufficiently increased earnings from exports 
and shipping. As a result of this price increase 
and a certain deficit in the balance of current pay- 
ments (of about Kr. 150 million or roughly the 
same as in 1954), the excess of demand will be 
brought down. A bit on the optimistic side is 
perhaps the further assumption expressed in the 
national budget that in 1955 there will be an in- 
crease in total production of 4.5 per cent. and a 
certain rise in private savings. Even though the 
mentioned factors are taken into consideration, 
there will still remain an excess of demand of an 


Wholesale Price Index of the Board of Trade. 
(1935 = 100.) 
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order of size of Kr. 1000 million, which, ac- 
cording to the submitted economic programme, 
need be neutralized. At the same time as this is 
being accomplished, the object will also be to lead 
the development into such a channel that there 
will be no risks of another wage inflation arising 
in 1956. 


The National Budget 


Inasmuch as the estimated rise in demand dur- 
ing 1955 largely referred to increased private con- 
sumption (Kr. 1 800 million of the estimated Kr. 
3 200 million), it was only natural that the author- 
ities first and foremost concentrated their efforts 
on restraining the demand for consumer goods. 
In April, a proposal for the introduction of com- 
pulsory saving was made by the Government, in- 
tended to be based on the pay-as-you-earn tax, 
which proposal primarily had as its aim to reduce 
disposable incomes for 1955 and 1956. After some 
severe criticism of the proposal, not only from the 
Liberal and Conservative opposition and the busi- 
ness organizations, but also from the Swedish 
Union of Salaried Employees (TCO) and the 
Swedish Farmers’ Union (RLF), the proposal 
was withdrawn, chiefly as a result of the oppo- 
sition provided by the Agrarians. As it was not 
deemed possible to bring about a rapid and ef- 
fective reduction in consumption by means of 
other measures (e.g. indirect taxes), the economic 
policy has instead come to a great extent to be 
directed towards a dampening of investment ac- 


Position of the Riksbank. 


Milli- Gold & For. Exch. 
ard = ==, Bondsilincl 
Kr. ‘Treasury Bills.) 


(Milliard kr.) 


& Bonds, ard 
ota cnases Note Circulation. Kr. 


1950 1951 1952 1953 1954 1955 


Gold, For. Exch.  ygitii- 


tivity by means of a tightened credit and fiscal 
policy. The objectives of the tightened economic 
policy may be concluded from an examination of 
the national budget for 1955: 


National Budget for 1955. 
Millions of kronor at 1954 prices 


Change 1954-1955 

As a 

percent- 

Supply 1954 1955 Absolute age 
Gross national product 


at market price . . 45 360 47360 + 2000 + 44 
Import of goods g 200 9750 + 550 +6 
Decrease in inventories 160 190) $499 30 

Total supply 54720 57300 +2580 
Demand 
Private domestic gross 

investment . ... 7900 8290 + 300 +4 
Public domestic gross 

investment .... 5930 6130 + 200 ae 
Export of goods and 

SELVICES ee ete 9050 9410 + 360 +4 
Private consumption . 26 360 27860 + 15c0 +6 
Public consumption . 5 390 5610 + 220 + & 


Total demand 54720 57300 + 2580 


According to a Government bill relating to a 
supplementation of the tentative budget for 1955/ 
56, it is believed that the figures of the national 
budget should provide an appraisal of the effects 
of the economic policy, about which decisions have 
been reached during the spring. These effects — 
including a presumed inevitable advance in prices 
and a slight deficit in the balance of current pay- 
ments — are thus accepted as reasonable in them- 
selves, even though there prevails a fairly wide- 
spread opinion that a lower rise in the volume of 
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private consumption than what is anticipated in 
the national budget would have been preferred in 
order to give more space to private and public 
investment activities. 

All in all the authorities anticipate that the 
adopted restrictive policy will produce a certain 
dampening effect on the private investment ac- 
tivity, some curtailment of inventories, an ad- 
vance in private savings and increased restraint 
in respect of public expenditure. It is, of course, 
well understood that in this insecure world of 
ours it is not possible to prove that the measures 
adopted will really in all probability lead to the 
attainment of the object set for the national 
budget. The international economic outlook may 
change just as has happened in the past ; incorrect 
estimates may easily be made in respect of do- 
mestic production and price trends, and by no 
means the least important is the fact that it is 
almost impossible to estimate — even just fairly 
correctly — the effect of the measures adopted. 
The Government also emphasizes the fact that the 
full employment economy — which it is taken for 
granted must be maintained — requires constant 
watchfulness against the disturbances that may 
occur, and that it is necessary to be prepared for 
the possibility that changes in the economic policy 
may become indispensable. 


The Economic Policy and Its Effects 


A closer study of the economico-political meas- 
ures introduced since the autumn of 1954 will 


Production Index of the Federation of Swedish 
Industries. (1935 = 100.) 
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give us a strong impression of the active policy 
pursued by the authorities. It may be said that the 
restrictivity of the economic policy has been 
tightened up in three stages. The first step was 
taken in October, 1954, through the adoption of 
an altered system for Government borrowing and 
a limited increase in the rate of interest? Govern- 
ment borrowing outside the banks through the 
floating of a 4 per cent. bond loan brought about 
reduced liquidity, and through this the credit 
policy became more effective. The second step was 
the introduction in January, 1955, of investment 
duties — one for different types of capital ex- 
penditure by companies and one for purchases of 
motor-cars — at the same time as a more re- 
strictive construction policy and an all round very 
much austere fiscal policy was announced in the 
budget proposals. The third, most dramatic step 
was taken in the middle of April by the decision 
to increase the official discount rate of the Riks- 
bank and to float a 41/2 per cent. Government 
bond loan. To the measures of the third stage 
belong also the increase from 40 to 50 per cent. of 
the state tax on companies and the introduction of 
special tax-exempt incentive premiums on savings, 
which are deposited in special accounts with com- 
mercial and savings banks and also some other 
financial institutions and which are not withdrawn 
until 1961. 

It is, of course, impossible, so soon after the 
introduction of the measures referred to above, to 
form a definite opinion on their effects on the 
general economic trend. It will take time before 
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it is possible to see the effects on investments and 
inventories of the stiffer credit restrictions and 
the increase in interest rates, of the incentive 
savings premiums on the propensity to consume, 
of the more austere fiscal policy on income 
formation, etc. What is to be regretted from the 
point of view of a scientific analysis is that so 
many types of different measures have been 
introduced in such a rapid succession that, in all 
probability, it will never be possible to lay down in 
definite terms the relative importance of the 
various actions to the total effect that may be 
reached. 

As has been pointed out above by way of intro- 
duction, it has not been possible so far to see any 
direct effects on the general economic activity. The 
rapid increase in imports, which characterized 1954, 
has continued during the present year, while ex- 
ports have not shown anything like the same rate 
of increase. As a result the import surplus for the 
first five months of the year is considerably 
higher than for the same months last year as will 
be seen from the following table: 


Imports Exports eles 
(Million kronor) 
Jani——May OSOsn seme 2 228 2041 187 
» 5 OST tac oe ee 3 671 2927 744 
»  OTIQS2Ge een 4028 3599 429 
a 3795 SI em ar 3 331 2774 557 
> Fh OSA a yee 3 683 3 060 623 
> TOS Sie os sae 4 299 3359 949 


During the first five months of the year the 
value of imports rose by slightly more than 20 
per cent. compared with last year. This year’s 
rise in imports concerns, above all, iron and steel, 
motor-cars and a limited number of other classes 
of merchandise as shown by the following table: 


Imports in mill. kronor 


Jan.— May 
1954 1955 
Tron and steel and other metals. 457 633 +176 
Motor-cars and other vehicles. . 270 372 +102 
Mineral oils: af; oneerce eereeaee 377 472 + 95 
oalvand coke). ©4048 08 140 215 Hes 
Machinery «.. 5: ©. Byrnes cemenes 450 513 EOS 
Other merchandise. ..... . 1 989 2094 +105 


In spite of the rising import surplus, the foreign 
exchange reserves do not so far this year show 


any noteworthy reduction. During the months 
January—May the total foreign exchange reserves 
dropped by Kr. 259 million compared with Kr. 
267 million during the same period last year. 


Foreign Exchange Reserves in Mill. Kr. 


1954 EO'S5 
The Riksbank 30/6 ai/t2, st/seesns 
Gold and dollars. . .1389 1760 1834 : 
Gold and dollars under 
EPU agreement . . 294 249 III 
EPU currencies . . . 761 422 322 
Other currencies. . . 43 43 26 
Total 2487 2474 2293 2209 
Commercial banks —126 +39 +137 +45 
Total 2361 2513 2430 2254 


The most immediate effects of the restrictive - 
economic policy have, naturally enough, come into 
view in the money and capital markets, where 
both the fiscal and monetary policies have had a 
restraining effect. The Government’s fiscal policy 
has been characterized by a restrictive test being 
applied to every item of expenditure, particularly 
with reference to capital expenditure, at the same — 
time as the tax receipts are increasing. In order to 
show the trend it may be mentioned that the total 
excess of expenditure of the Government budget 
(including the capital budget) is anticipated to 
drop Kr. 270 million for the financial year 1955/ 
56 against Kr. 1460 million 1954/55. The net 
inflow of funds to the treasury during the first 
half of 1955, together with the drop in the foreign 
exchange reserves as mentioned above has brought 
about a substantial tightening of the money 
market. 

This tightening is reflected in the balance sheets, 
published by the commercial banks. As will be 
seen from the following table, the liquid assets of 
the banks dropped by somewhat more than Kr. 
350 million during the first five months of the 
year. During the corresponding period last year 
the reduction was Kr. 240 million. The difference 
in the trend between these two periods is not 
particularly important in itself, but as, generally 
speaking, the liquidity of the commercial banks 
was declining during the whole of last year, it is 
now at a considerably lower level than at the same 
time last year. Another gauge of this trend is 
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provided by the changes in the surplus of deposits ; 
at the end of May, 1954, this amounted to Kr. 
1471 million and at the same time this year to 
only Kr. 854 million. 


Position of the Commercial Banks. 


1953 1954 1955 
Assets (in mill. kr.) Dec. May Dec. Mar. April May 
OS eer 646 379 647 480 485 511 


Treasury bills . 1482 1470 882 822 776 420 
Swedish bonds. 1863 1900 2167 2166 2142 2414 
Advances 9 932 10652 11092 11 387 11474 11 469 
Banks abroad. . S14) 245) 331° 323 281 270 


Sundry accounts 790 610 906 587 618 484 
Total 15027 15 256 16025 15 770 15776 15 568 


Liabilities 

(in mill. kr.) 

Deposits. . . . 11839 12123 12727 12 845 12646 12 323 
Banks abroad . 321 348 302 249 299 ©@©6268 


Share capital and 
reserve funds. 


Sundry accounts 


1161 
1670 


1153 1154 1 161 x 56 
1714 1631 1515 1 816 
Total 15027 15 256 16025 15 770 15 776 15 568 


Liquid assets in per 
cent. of deposits 33,7 


1154 
1 842 


30,9 29,0 27,0 26,9 27,1 


In this comparatively strained liquidity position 
and with a trend of continued absorption of liquid 
funds on the part of the state as probable, the 
Riksbank has demanded of the commercial banks 
that the liquidity aims of the voluntary credit 
agreement must be complied with by the end of 
July at the latest. If the banks do not reach these 
liquidity quotas there is risk of stiffer require- 
ments for cash reserves being enacted. As the 
liquidity quotas of the commercial banks on an 
average are very much below the set figures, and 
the supply of liquidity, such as it is determined 
by budgetary and foreign exchange developments, 
4s showing a declining tendency, the compliance 
with these demands would mean a substantial 
curtailment of bank advances; a curtailment, 
which, most likely, cannot fail to have important 
consequences on the general economic activity. 
During the first quarter, the advances of the banks 
continued to rise, but during the months of April 
and May it seems as if credit expansion has been 
stopped, no doubt as a consequence of the very 
much stiffer economic policy introduced by the 
increase in the discount rate on the 18th April. 


erm 


On that day the Riksbank raised its official 
discount rate by 1 per cent. to 33/4 per cent. 
Contrary to what was the case when the latest 
increase in the interest rates was put into oper- 
ation last October, the new increase was allowed 
to affect the interest level in its entirety. Thus, 
the credit institutions raised both the deposit and 
loan rates by roughly one per cent. The interest 
rate on first mortgages on real estate was con- 
sequently fixed at 4.6 per cent. and the highest 
deposit rate in both commercial and savings banks 
at 4 per cent. It deserves being mentioned that 
at the present time the discount rate of the Riks- 
bank is of no importance as an indicator of the 
interest level in Sweden. Very likely, no com- 
mercial bills are discounted by the Riksbank any 
longer, and no rediscounting of any commercial 
paper has occurred for several years. When at 
present the commercial banks need to strengthen 
their liquidity through refinancing with the Riks- 
bank, this is done either by the sale of treasury 
bills or by raising loans against bonds. At present, 
the rate of interest on stich loans is considerably 
above the discount rate or 4 1/4 per cent. on loans 
for a maximum of 5 days and 4 3/4 per cent. for 
longer periods. The interest rate on short loans 
between the banks is also 41/4 per cent. 

As far as the bond market is concerned, the 
increase in the discount rate brought on a fall in 
prices, which just about corresponded to the in- 
crease in interest rates. The 41/2 per cent. loan 
issued at the same time by the Government yielded 
a little above Kr. 400 million in spite of the 
tightness of money. As the term of payment of 
this loan extends to the end of July, the con- 
tractive effect of this borrowing operation on 
market liquidity is not yet noticeable in full. 

The new level of interest rates has created great 
problems to the financing of building credits. 
Since last autumn the transfer of such credits 
from the commercial banks to the savings banks 
has almost entirely stopped. The increase in frozen 
building credits with the commercial banks forced 
them to observe strict restraint when granting new 
credits, and in that way the house-building sector 
has come in a difficult position. In order to re- 
activate this transfer mechanism, the Urban 
Mortgage Bank of the Kingdom of Sweden issued 
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Development of Industrial Store Prices since 1953. 


New York, (Dow Jones) 
London, (Fin. Times) 
Stockholm, (Skand. Banken) ..... 


in May a new loan at 41/2 per cent., which 
yielded about Kr. 120 million. Practically the 
entire loan was taken up by the banks in return 
for the transfer from them of building credits 
for about the same amount. In this way the liquid 
assets of the banks were somewhat increased, but 
very large amounts in frozen building credits are 
still held by the banks. 

Since the increase in interest rates occurred the 
number of bond transactions on the Exchange 
has dropped steeply. The sharp fall in prices has 
kept the sellers away from the market, and there 
has been practically no business made in the earlier 
loans. An exception is the premium bond loans, 
which were dealt in at very much reduced prices. 
It is most likely that the offers of these loans have 
been influenced by the demands of the banks for 
increased amortization payments on loans secured 
by premium bonds. The fact that at present the 
bond market has contracted a great deal is shown 
by the result of the two issues which have been 
offered to the market after the increase in interest 
rates was decided on and up to mid-June. They 
are, first, a 41/2 per cent. loan for the City of 
Stockholm and, second, a new premium bond loan, 
the so-called housing premium bond loan, which 
is intended to ease the credit difficulties in the 
housing market. Both these issues have met with 
a slack demand. 


The latest stage of the restrictive economic 
policy has had strong repercussions on the share — 
market. During the whole of 1954 and up to the 
time when the increase in interest rates was intro- 
duced last April, the share prices had a distinctly 
rising trend. The price trend on the Swedish share 
market corresponded very closely to that of Great 
Britain and the United States. as is shown by the 
following diagram. In Sweden, however, the 
turning-point was passed in April. Since then, the 
curve for the share price indices points distinctly 
downwards, while the curves for the share prices 
in Great Britain and the United States continue 
to move upwards. The many disinflationary 
measures introduced in this country had at last 
convinced the buyers of shares that the efforts to 
stabilize the value of money were seriously meant, 
and the prices began to drop. Since mid-April, 
just before the increase in interest rates, and up 
to mid-June, the prices of shares of the Swedish 
home-market industry had fallen by 13.2 per cent., — 
of other branches of industry by 14.8 per cent. 
and of banks by 7.5 per cent. Not the least con- 
tributory cause of this price fall were the credit 
restrictions. The demand of the banks — at the 
instance of the Riksbank — for increased amorti- 
zation payments on credits, has compelled many 
borrowers to sell part of their share-holdings 
which has increased the number of offers made on 
the Exchange. The price level has also been forced 
down by the large new issues of shares which 
have been resolved. 


The Aims and Means of the Economic Policy 


In such an economy as that of Sweden, main- 
taining full employment and a very high degree 
of utilization of the available production capacity, — 
and furthermore being in the midst of rapid ex- 


- pansion, it must rather easily arise serious risks 


of inflationary complications. The post-war period 
is full of experiences proving this. The economic 
policy pursued up to 1954 can hardly be said to — 
have been particularly successful in respect of 
its object to arrest the inflationary strains in time 
and effectively. Since last autumn the authorities 
seem, with greater fixity of purpose than earlier, 
to attempt to apply the brakes to the excessive 
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al 
‘expansion of demand which had got under way. 
What is new in the economic policy pursued since 
‘the autumn of 1954 is above all — as shown in 
‘the foregoing — that a serious attempt has been 
“made to reach results by means of monetary 
“measures in addition to a complementary re- 
“Strictive fiscal and building control policy. At- 
‘tention should be called to the fact that the 
‘tightened building control may become an im- 
“portant complementary means to curtail the in- 
yestment activity. As far as industry is concerned, 
building permits were last year granted to a value 
corresponding to Kr. 375 million. For the present 
year the quota has been fixed at Kr. 160 million, 
which means a cut by about 60 per cent. The case 
is just about the same for trade, while, for in- 
‘stance, the construction of houses is planned to 
‘continue at the same level as last year. 
It should, however, be noted that the restrictive 
“monetary policy was introduced at a late stage in 
‘our greatly strained full employment economy, 
when increases in profits and wages had already 
come into force and had commenced having their 
effects. It can, on the one hand, be maintained that 
‘this is the very reason why quite harsh and 
‘shock-like measures are required to bring a far- 
advanced inflationary trend to a standstill and to 
arrrest a cumulative process of rising prices and 
wages. But, on the other hand, it is also possible 
to point to the risks of the severely restrictive 
‘credit policy after some time bringing on a decline 
in the activity in various sectors of the economy. 
It is actually a matter of a rather sensitive 
balance, where the turns of the scales, i.e. the 
effects of the economic policy on incomes, pro- 
duction and employment cannot be ascertained 
until the lapse of some months. According to the 
national budget, the object of the restrictive eco- 
nomic policy is not to curtail production and in- 
vestment. As a matter of fact, the equilibrium 
‘aimed at in the national economy is based on the 
assumption of a big increase in total production 
(by 4.5 per cent.) and a considerable rise in private 
investments (by about 4 per cent.) taking place. 
‘The object of the restrictive credit, fiscal and 
building control policy is only to eliminate that 
‘part of demand falling outside of the space allo- 
cated in the national budget. It is from this very 


viewpoint that the above-mentioned objects of the 
credit policy — with regard to the attainment of 
certain liquidity requirements and the curtailment 
of the total volume of credits, respectively — do 
not seem to agree with the objects of the national 
budget. 

According to the calculations made by the Insti- 
tute of Economic Research, the investment ex- 
penditure of the private sector of the economy 
in 1954 was partly (up to nearly Kr. 500 million) 
financed by increased credits granted by the com- 
mercial banks. It is probable that the self- 
financing capacity of the companies will be rather 
less in 1955 than in 1954 in view of this year’s 
relatively great increase in wage costs, which by 
far exceed the anticipated rise in productivity and, 
ia. owing to keen international competition in 
many sectors, cannot. be expected to be com- 
pensated for by sufficiently large price increases. 
Inasmuch as — in accordance with the national 
budget — the investment expenditure of the 
private sector of the economy is anticipated to 
continue growing, the credit requirements should 
rise — if no other changes will occur — and as 
a result thereof the amount of credits granted by 
the commercial banks in the course of the year 
should also undergo an increase at least as large 
as that of 1954. In these calculations the house- 
building sector is not included; the target for 
1955 is in this case to reach the same volume of 
construction as during 1954 (58000 dwelling 
units), which — under unchanged financing con- 
ditions — should imply a certain continued ex- 
pansion of credit also in this sector. 

It is obvious that calculations of this kind, 
covering future requirements for credit financing, 
have to be uncertain within very wide margins. 
It is, as a matter of fact, impossible to deduce 
distinct guiding principles for the credit trend 
and liquidity quotas of the commercial banks from 
certain target figures set for the development of 
production, employment and investment. It has 
only been shown here that a consistently pursued 
monetary policy, intended to bring down the total 
volume of credits, on the assumptions stated can 
get into conflict with the objects of the national 
budget and lead to an unwanted reduction of in- 
vestment activity and production. This need not, 
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of course, be the case. It is in the nature of an 
effective monetary policy that the responsible 
authorities feel their way without stringent com- 
mitments in respect of the level of interest rates, 
development of credit volume or liquidity quotas. 
The objects of the policy can only be stated with 
regard to production, employment, price level and 
balance of payments, and it is the trends in these 
fields that must be watched most carefully. Which 
trends in interest rates and bank credit will arise 
from a successful monetary and fiscal policy that, 
while maintaining high activity in the economy, 
eliminates the inflationary trends, should, of 
course, be of secondary interest only. 


Since the preceding review of the Swedish eco- 
nomic situation the following issues of shares and 
bonds have been resolved: 


Shares. 


Bonus Issues: 
Forsikrings ABAtlantica 1 new for 4 old shares Kr. 0,5 mill. 
Foérsikrings AB Skandia I » » 4 » > FOES 
Forsikrings AB Skane, 
Skane-Malmé ... 1 » » 2 2 > > £.0\3 
New Issues: 
Mill. kr. 


Telefon AB L. M. 


Ericsson 1 new for 3 old shares at Kr 38:50 40.78 


Nitroglycerin AB. I » » 2 » > 3 LOO 50 
Bonds. Rate of Amount Price of 
interest of Issue Issue in 
Mill. kr. per cent. 
Swedish Government... 4/2 434 100 
> > Hous- 
ing Premium Bond Loan = 100 100 
The Urban Mortgage Bank 4 '/2 120 100 
The Swedish General Mort- 
gage (Banks gyss justo : 43/2 _ 100 
The Swedish Ships Mortgag 
Banke. . tam. coy eee 45/4 i 100 
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i Some Statistical Data on Sweden's Economic Position. 


I. THE RIKSBANK. (Amounts in million kr.) 


Assets 
go ld and Foreign Exchange Reserves Bondar 
z Foreign Treasury Bills 

Gold Exchanze?| Total = 
} 
S £332 I 2 083 106 
‘ 5 683 1153 3443 
785 1594 2 379 2 821 

954 1350 2 304 3 240 

1130 I 491 2621 2 786 

1 370 1 104 2 474 3 267 


Domestic 
Bills 


954 1955 1954 | 1955 1954 I955 | 1954 


955 | 2954) 1955 


Liabilities 
Other Nate Sight Deposits 
Advances | Circulation State orn Other | Total 
37 1 061 418 428 3 849 
188 3513 S11 312 44 867 
226 4.090 528 522 I 110 
272 4577 449 558 22 1.029 
311 4035 303 180 2 545 
83 5 087 289 150 2 441 
Lae es 
1954| 955 | 1954 \ 1955 | 1954) 1955 | 1954| 1955) 1954| 1955| 1954) 2955 
246| 1414630] 4855] 177| 123] 103| 137] 2] 5] 282| 265 
362 44 4584) 4793| 357| 144| 29) 101) 2| 2) 388) 247 
338 | 188 | 4459] 4756| 309| 129) 19] 93) 2| 2) 330) 224 
425 | 237 14575 | 4857) 321] 100] 30} Io1 3) 4] 354! 205 
484 | 311 |4433/ 4792| 514| 105} 21) 99) 3] 3] 538] 207 
419 4593 37 38 2 416 
42 4 463 100 119 2 221 
3 4 $23 150 75 3 228 
9 4615 149 24 9 182 
27 473° 105 72 13 190 
55 4739 213 25 4 242 
83 5 087 289 150 2 441 


1 I 370| I §10|1 039| 2639 | 2 409| 2284 2997 
128 | 1 370| 1418) 973|/2 546) 2343/2342 2953 
128 | 1 370| 1 328] 923/2 456) 2293|2299| 2777 
129 | 1 335 | 1356) 859) 2485 | 2194] 2331 | 2939 
ho 8 ip 838 2496 | 2209} 2300} 2783 
132 1 356 2 488 2 405 

131 I 330 2 461 2 530 | 

131 1357 2 488 2572 
= 1438 2 569 2477 
159 1416 2575 2 642 

274 1273 2547 2 699 

t 370 1 104 2474 3 267 
t value. — ? Net claims on foreign countries. 


II. COMMERCIAL BANKS. (Amounts in million kr.) 


; Gwedish A Adverices Lees Deposits |Net Claims| 
Cash : Overdrafts | over on Foreign | 
i Bills | Loans and Other Total a | is ong Total Advances | Countries 
| Advances | pine = | 
4 | | 
601 190 1 163 | 2 705 470 4 338 I 152 3 108 26078 || .— 78 95) | 
681 1 107 2211 POR aT, 1 492 9 240 2151 6779 930 —310 —392 
936 I ay 2 494 § 801 1 680 10 175 2 626 7 887 10 513 338 —492 
; 171 2 506 5 674 1 668 9 848 2618 7740 10 358 10 —131 
3 345 2 568 5 566 1798 9.932 2591 9 248 11 839 1.907 95 
647 3,049 2993 5833 | 2356 11 092 2519 10 208 12727 | 1 635 126 
54 1955| 1954| 1955 1954| 1955 | T9S4.| 1955 | 1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1954 \1955 
eee | 
504 3 664) 3252/2 556] 2914] 5 $64) 5 797| 1 851) 2451] G971|11 164] 2 411) 2297} 9674/10 732] 12 08613 029) 2 115] 1 865| 2c6} 220) 
488 |3 799] 3 280|2 575) 2 932 ae § 798) 1 918) 2 497] 10 133/11 227] 2 3291 2267) 9 851 pan 12 180]13 162] 2047| 1935| 97] 279 
480 |3 523) 2 988|2 700| 3.011) 5 685) 5 855) 2 078) 2 521) 10 463/11 387] 2 319] 289} 9949,10756| 12 268|12 845) 1 805) 1458) 10) 189 
32 | 485 |3 588) 2918/2 773) 3.078 5 657 5 827) 2 079] 2 569] 10 Sog|11 474| 2 398) 2 255] 9 860)10 391/ 12 258/12 645] 1 749) 1 171|— 47) 87 
S11 |3 353 2.634|2 849 3 066] § 682) 5 771] 2 121/ 2 632) 10 652/11 469] 2 281) 2084} 9 842/10 239] 12 123/12 323, 1471) 854/— 13] 90 
3212 2817 5 762 2 163 10 742 2 469 9797 12 266 1524 — 50 
382 2 842 5758 2170 10770 2 368 10 246 1261 1844 19 
Reet 2788 5775 2 168 10731 2 365 10 443 12 80 2077 66 
3591 2827 5 830 2284 10 940 2 347 10638 12 985 2045 122 
2831 861 2315 11 007 2 399 10717 13 116 2 109 
pe 28 3 say 2 409) | 11 159 2 326 10 526 12 852 1 693 120 
3,049 2903 5 833 2 356 | 11.092 2519 10 208 12 727] 1 635 126 


"Treasury. Bills 
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lll OTHER CREDIT INSTITUZIONS- sTOCK EXCHANGE: 


| 


k | Deposits | Bank © 2 |Turnover at the Stock- 
(te Savings Banks é at ee Se cree Yields on Bonds? |) on Stock Exchange? Share in 
Pres rat a erga Cheque i ; 
Month | Deposits* | Advances* | Bonds* pate | Riksbank Service MD ae pee Bonds Shares ats? 
| Million kr. ) Million kr. | Million kr. | Million kr. | Million kr.| Million kr. % % 1000 kr. | 1000 kr. nF 
1938 3 685 3,069 829 618 31 380 24.986 2,32 2,92 243 931 146 
1950 1431 6.994 879 2 143 109 31 107 415 3,16 3,10 236 793 158 
| 1951 qeoz | 7 341 820 2325 149 12 203 Cog 3,27 3,40 787 172 
1952 8458 7 934 865 2 633 172 186 240 goo 3,31 | 3,62 298 583 152 
(1953 | 9081 8 562 915 2 846 157537 | 256280 3,30 | 3572 294 530 af 
1954 9 699 9 224 967 2950) 175 890 279 958 3,39 3,70 292 334 I 
1954 | IO55 | 1954 1955 | 1954 | TOSS 1954 1955 | 1954 | F955 1954| I955 1954\1955 1954|1955 1954 1955 1954\1955 19541 
Jan. - |2 876] 3 065|145c6)15786| 16 672/28 756) 3,23] 3,36| 3,60] 3,8:| 274| 373) 821) 883) 16 | 
/Febr. : ; : ; - | + |2 892] 3 085|11462|12097)25 609 17 449 3,22! 3,39] 3,59] 3.94] 362| 285) 815] 760 163 
| Mar. | 9 565|10199| 8 780, 9 454) 942| 975|2 893] 3 0g2|15146|15610] 30 336/30 825] 3,22| 3,40] 3.58] 4,03) 438) 305) 892|1015| 165 
April | - : : 2 888] 3 080|12829 13991117 658|19 520} 3,22! 3,48] 3,61| 4,16] 261; 353] 784| 864) 167 
May | - . : 2 875| 3 074|15830) 16038/31 189/32 640} 3,22] 3,94] 3,61| 5.42) 420) 123 68 
June | 9569 8 937 944 2877 15083, 18 610 3,22| 3,94) 3,65| 5,28) 275 
July : > | : 2 898 16575 28 952 3,22 3,62 20 
_ Aug. : ce : 2917 11367] 14997 3523 3,63 19 
‘Sept. | 9 685 9075) 944, |2924 15609) 27 334 3:23 3,70 200 
Oct. : | . 2 944) 4 18 461 3,65 4,14 237 
Nov.. . =7| : 2 948) I 532 28 268 3,48 3,85 287 
Dec. | 9699 9 224 967 2 9501 17636 21 872 3,40 3577 353 
* At the end of each year or month. — ® Calculated on market prices at middle of months. The yearly figures represent averages of th 


figures. — * Averages per Stock Exchange business day. 


IV. OTHER SFATISTICAL DATA: 


Whole Sale Price Index 


National Debt* Foreign Trade iiccupleye 


= 3 | 
Year | = pte ment in (1935 = 100) ae Wi : 
Month | Total ae Imports | Exports ae Index * hoes Import | Export All Index | of 
| aye (—) Surplus] 1935 = 100 Goods | Goods | Goods |!949=100) “ 
Million kr. | Million kr. |Million kr.) Million kr.) Million kr, % 
| 
1938 | 2 566 2 443 2 082 1 843 — 239 123 10,9 Ill 120 111 - 
11950 | sa 8 949 6 102 5 707 — 395 197 2,2 332 314 227 101 
1951 | 12823 9 037 g 184 225 + 41 206 1,8 432 562 299 117 
1952 12710 9 631 8 947 134 — 813 202 2,3 407 44 31 126 
1953 13 852 10 369 8161 | 7657 | — 504 205 2.9 375 37 29 128 
1954 | 15059 11 862 9194 | 8217 — 997 210 2,6 385 371 297 129 
| . l ee fap al eae eee a 
1954 | 1955 | 1954 | 7955 1954) 1955 1954\ 1955\ 1954 | TOSS | 1954\I955 1954 TOSS I9S4 1955 1954| 1955 1958 1955 1954\ 195 
Jan. | 13 810] 15 287|10360)12034| 700! 844 | 585 | 707 |—115|—137| 212|223| - | - 84) 386) 385 | 388/296] 306 129 
Febr. | 14.055] 15 92|10747/12133) O41 | 842 | 490 035 —151|—187] 213 |227| 4.7| 3,8 | 387] 381| 382] 390|296| 302 129 
Mar. | 13 704| 14 815) 10932|12185| 804 | 926 600) 584 |—204|—342| 218) 227| - 393} 380| 381] 391 | 296| 304| 129] 130 
April | 14.055 15 168)11069)12184 761 | 892 | 612} 662 |—149|—230) 223 | 240| 2,4 388) 381 | 378| 391/297| 305] + | 131 
May | 13 629) 14 §25/10926/12377| 777 | 835 | 782| 744|+ 5/— 91) 223) : 389 382 378 | 392 296| 307| - | 131 
June | 13587 |10934 712 1734 + 22 226 | 17 38 378 298 130 
July | 14040 j10908} 1735) f7qz] s+ 7 114 | : 390 379 297 129 
Aug. | 14158 10906 719 | 627 — 52 209 1s 383 3 296 129 
Sept. | 14 100 |1107 772 | 716 — 56 222 | : 377 379 295 129 
Oct. | 14.655 \10577 816 | 772 — 44 226 1,4 381 382 296 129 
Nos, 14 616 11096 844 | 748 — 96 232 : 381 383 298 129 
| Dee. | 15 059 11862 gio | 812 — 98 229 | 3:9 384 | 386 299 129 
* At the end of each year or month. — ? The yearly figures up to and including 1950 according to the Board of Trade, the oth 
to the Federation of Swedish Industries. — * The yearly figures represent averages of the monthly figures. — * Million kilometres 


on State Railways. : 


—— 


SKANDINAVISKA BANKEN 
AKTIEBOLAG 


Statement of Condition May 31", 1955 


ASSETS 


Cash in hand and with the Riksbank Kr. 144,537,000 
Bonds and Treasury Bills 544,958,000 
Loans and Discounts » 2,880,585,000 
Swedish Banks and Savings Banks 25,897,000 
Banks abroad 83,533,000 
Sundry Accounts 36,009,000 
21,402,000 

33,495,000 

Kr. 3,770,416,000 


LIABILITIES 

Deposits Kr, 3,103,975,000 

Swedish Banks and Savings Banks . . . 31,154,000 

Banks abroad 88,256,000 

Sundry Accounts 273,796,000 

Share Capital Kr. 161,760,000 

Reserve Funds » 111,475,000 » 273,235,000 
Kr. 3,770,416,000 


Gallivare @ 


Boden @ 
Lulea 


Pitea 


Boliden @ 
Skelleftea 


@citeborg, Stockholm, Malmé 
(Principal Offices) 


@ Place with 10 000 - go 000 inhabitants 
= = 
> » less than 10000 » 4 
vA 
Tn all 216 branches re 


at 168 different places. 
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